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With its network of mail-based stores. 
Sears is a leading retailer of apparel, 
home, and automotive products and 
related services for families throughout 
North America, serving more than 
50 million households. 

APPAREL 

Sears offers a full line of fashionable, 
quality apparel for the whole family - 
women, men, and children - at value 
prices. 

HOME 

Through Brand Central, Homelife, and 
home improvement, Sears is a leading 
nationwide retailer of appliances, 
electronics, furniture, and home 
improvement products and services. 

AUTO 

Through Sears Auto Centers, Western 
Auto, NTW, and Tire America, Sears is 
the nation’s largest retailer of tires, 
batteries, and related services. 

CREDIT 

Sears is the nation’s number one credit 
provider among retailers. 

INTERNATIONAL 

Sears subsidiaries conduct retail 
merchandise and credit operations in 
Canada and Mexico. 



Allstate is the nation’s largest publicly- 
held property and casualty insurance 
company, with more than 20 million 
customers and approximately 14,600 
full-time agents in the U.S. and Canada. 
Founded in 1931 by Sears, Roebuck 
and Co., which owns 80 percent, 
Allstate also is a major life insurer. 


AUTO & HOMEOWNERS 

Allstate is the second-largest insurer of 
autos and homes in the U.S. 


LIFE 

Allstate Life offers a broad range of life 
insurance, annuity, and pension products 
nationwide. 


BUSINESS 

Business Insurance markets select 
insurance lines primarily to small- and 
mid-size businesses and provides 
reinsurance to other insurers. 


MORTGAGE 

Allstate’s wholly-owned subsidiary, 
PMI Mortgage Insurance Co., is the 
third-largest private mortgage guaranty 
insurer in the U.S. 



Sears, Roebuck and Co. also operates 
or holds interests in related businesses 
in real estate, computer, and informa¬ 
tion services that extend or support its 
core businesses. 


HOMART 

A wholly-owned subsidiary of Sears, 
Roebuck and Co., Homart is one of the 
country’s leading developers, owners, 
and managers of regional shopping 
malls and community centers. 


PRODIGY 

A Sears/IBM partnership, Prodigy 
is the nation’s largest home computer 
network, providing a wide variety of 
interactive personal services - including 
news, shopping, bulletin boards, travel 
ticketing, brokerage, banking, and elec¬ 
tronic mail services. 


ADVANTIS 

A partnership formed by Sears and IBM, 
Advantis is a networking technology 
company that provides businesses with 
data, voice, and multimedia services. 
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ON THE The year 1993 marked an historic 
nm?rD turn ing point for Sears, through 
C v V L i\ implementation of a new 
structure and new strategy that position the 
company for the 21 st 
Century. The new Sears 
is represented by an 
S - its stock exchange 
trading symbol - being 
constructed on a 
framework that builds 
shareholder value. 
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SEARS, ROEBUCK AND CO 


Financial Highlights 

millions, except per common share data 

1993 

1992 

1991 

Revenues . 

.$50,838 

$52,345 

$50,983 

Income (loss) from continuing operations . 

.2,409 

(2,567) 

916 

Net income (loss). 

.2,374 

(3,932) 

1,279 

Per common share 




Income (loss) from continuing operations . 

.6.22 

(7.02) 

2.65 

Net income (loss). 

.6.13 

(10.72) 

3.71 

Total assets. 

.90,808 

85,491 

79,554 

Debt . 

.17,855 

18,343 

19,800 

Shareholders’ equity . 

.11,664 

10,773 

14,188 




Return on Average Equity 

1989-1993 


percent return 


1992 and 1993 ROAE adjusted' to eiciude discontinued operations, nonrecurring 
items and unrealised net capital gains* 


1989 



Capital Structure and Debt to Equity 

1989-1993 

billions 

$60 
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CHAIRMAN'S MESSAGE TO SHAREHOLDERS 



T he year 1993 
was the most 
profitable in 
Sears 107-year 
history, and the 
most dramatic. It 
marked a major 
turning point for the com¬ 
pany as we successfully 
completed our corporate 
repositioning, improved 
performance in the Sears 
Merchandise Group fol¬ 
lowing a massive restruc¬ 
turing, and recapitalized 
Allstate Insurance Com¬ 
pany which reported 
record earnings. The re¬ 
sult: greater financial 
strength and customer 
focus designed to give our 
shareholders a better re¬ 
turn on their investment. 

Our new structure and new 
.strategy truly have made 
us a new Sears. 

Our corporate reposi¬ 
tioning unlocked for shareholders the 
value of several Sears financial services 
and real estate businesses, significantly 
reduced company debt and strengthened 
the balance sheet, and refocused efforts 
on Sears core retail and insurance 
businesses. Some have called it the 
largest repositioning in the history of 
American business. 

This renewal has enabled Sears not 
only to post record earnings for 1993 of 
$2.37 billion, or $6.13 per share, but to 
achieve a total return on common equity 
of 23.8 percent - or 19 percent on the 
continuing businesses - well above our 
stated 15 percent goal. Furthermore, total 


shareholder return in 1993 was 56 percent, 
and Sears total market value increased by 
$8 billion to $25 billion, including the 
spin-off dividend value of Dean Witter, 
Discover & Co. 

A timeline on pages 4 and 5 presents a 
graphic overview of the financial reposi¬ 
tioning and restructuring programs. 

Sears transformation could not have 
been achieved without the loyalty and 
hard work of our people - who will bene¬ 
fit from a maximum company profit- 
sharing contribution - and the guidance 
and support of our board members. 

E. Mandell de Windt, former chairman 
and chief executive officer of Eaton Cor- 
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poration, and Norma 
Pace, president of Eco¬ 
nomic Consulting and 
Planning Inc., retired 
from the Sears board of 
directors in (993, and 
we will greatly miss their 
counsel. Hall “Cap” 
Adams, Jr., former chair¬ 
man and chief executive 
officer of Leo Burnett 
Company, Inc., and 
James W. Cozad, former 
chairman and chief ex¬ 
ecutive officer of 
Whitman Corporation, 
have joined the board. 

Going forward, our 
goal is to continue to 
deliver value to share¬ 
holders by executing 
current strategies. We 
intend to continue the 
momentum established 
in 1993 by increasing 
market share and im¬ 
proving expenses in our 

core businesses. 

We believe the actions we’ve taken 
over the past year and the results achieved 
demonstrate the soundness of our plans 
for the future and our commitment to 
increasing shareholder value. We are a 
different and stronger company, and in 
excellent condition to grow profitably 
into the future. 

C 

Edward A. Brennan 

Chairman and Chief Executive Officer 

March 9, 1994 
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INTERVIEW WITH ED BRENNAN 


Chairman Ed Brennan discusses Sears 
progress and outlook for the future. 

What were the objectives of Sears repositioning 
program? 

We really had three basic goals: to re¬ 
lease shareholder value by allowing the 
financial markets to value the various 
components of the company indepen¬ 
dently, to strengthen our balance sheet by 
reducing debt, and to focus on our core 
retail and insurance businesses. 

Did the results of the repositioning meet your 
expectations? 

The results exceeded our expectations and 
those of market observers as well. Of the 
$4.2 billion in gross proceeds, $3 billion 
was used to pay down corporate debt. We 
left nearly $500 million at Allstate to 
improve its capital position and nearly 
$300 million at Dean Witter so that, as we 
spun it off, Dean Witter would have a very 
strong balance sheet. By improving the 
ratio of debt to equity, our core businesses 
can raise capital at lower costs - a key 
competitive advantage in growing these 
businesses successfully. 

Why did you embark on the repositioning 
program when you did? 

You need to put the decision in perspec¬ 
tive. First, Sears board of directors regu¬ 
larly reviews the structure of the organiza¬ 
tion to ensure it best serves shareholders. 
Also, in the 10 or so years we were build¬ 
ing our financial services businesses, their 


revenues tripled, to nearly $30 billion, and 
assets quadrupled, to nearly $90 billion. 
They were an unqualified success, and it 
became clear that a huge reservoir of 
value had been created. 

All factors added up to 1993 as the 
right time to harvest the value of our 
financial services businesses. Financial 
and market conditions were excellent. 

The businesses had strong franchises and 



household names: Allstate, Dean Witter, 
Discover Card, Coldwell Banker, Sears 
Mortgage. Sears corporate equity and 
debt had been extended as far as they 
could go to support asset growth. Also, 
the economic environment and competi¬ 
tive pressures underlined the need to 
focus more completely on our core 
retailing and insurance businesses. 

Finally, over the past several years we 
have had discussions with shareholders 
and shareholder organizations on com¬ 
pany matters. This process has been help¬ 
ful in the board’s deliberations on appro¬ 
priate policies for the company, and we 
intend to continue such discussions in 
the future. 


How has the new Sears changed in terms of size? 
Our dramatic downsizing certainly 
attracted a lot of attention over the last 
18 months. But one should remember that 
what remains is a very large and strong 
foundation on which to build. We are one 
of the largest retailers in North America, 
with substantial operations in the U.S., 
Mexico, and Canada; have the biggest 
proprietary credit card in the U.S.; and 
have a majority interest in the second- 
largest personal property and casualty 
insurance company in the U.S. Each of 
these entities has a strong franchise in its 
own right, and collectively they form a 
powerhouse. These businesses generated 
$50 billion in revenues in 1993, and we 
see that number continuing to grow. 

Now that you’ve completed the repositioning, 
what is your strategy for your core businesses? 
Our strategy is to enhance shareholder 
value by providing merchandise and in¬ 
surance products and services that help 
middle-income consumers build and pre¬ 
serve satisfying lifestyles. We intend to 
use our biggest assets - our business rela¬ 
tionship with 60 percent of America’s 
households and our consumer-based 
marketing capabilities - to implement 
that strategy. 

What are your goals for return on equity? 

Our long-term target is to have an ROE 
that is consistently above 15 percent. We 
substantially exceeded that level in 1993, 
earning 19 percent on our continuing 
businesses. The 15 percent target reflects 
four considerations: the operating impact 
of our strategic repositioning and restruc¬ 
turing; the debt deleveraging of Sears, 
Roebuck and Co.; the climate of the indus¬ 
tries in which the new Sears competes; and 


THE SEARS 
REPOSITIONING 
& RESTRUCTURING 


SEPTEMBER 29,1992 ••••JANUARY25,1993 


Sean, Roebuck and Co. 
announces plans to upon up 
ownership of its major financial 
services businesses to the public 
and reduce corporate debt by 
more than S3 billion. 


Sears announces a major restruc¬ 
turing program to streamline its 
Merchandise Group by discon¬ 
tinuing traditional U.S. catalog 
operations, closing unprofitable 
stores, and offering an early 
retirement program. 


••MARCH 1,1993 ••• 

Approximately 20 percent of Dean 
Witter, Discover & Co. is sold 
through an initial public offering 
(IPO), raising gross proceeds of 
more than SSOO million. Sears 
purchased Oean Witter Reynolds 
in 19BT, and introduced Discover 
Card in 1985. 


-JUNE 3,1933 - 

Approximately 20 percent, or 
B9.5 million shares, of Allstate 
is offered in the largest IPO 
ever for a U.S. company. The 
offering raises gross proceeds 
of S2.4 billion. 
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the mix of our core businesses and the 
profitability of their industries. 

Please comment on the performance of your core 
businesses In 1993, 

The Merchandise Group established solid 
momentum by successfully implementing 
a massive restructuring program - which 
included closing traditional U.S. catalog 
operations - and by increasing same-store 
sales, paring costs, and launching exciting 
new marketing and merchandising pro¬ 
grams. Allstate achieved record earnings 
in the year while at the same time replen¬ 
ishing its capital base that was so severely 
impacted by Hurricane Andrew. Our con¬ 
solidated net income of $2.37 billion 
surpassed our previous record of 
$1.63 billion in 1987. While some one¬ 
time events influenced our earnings in 
1993, I am particularly pleased with solid 
results from our continuing operations - 
that is, the Merchandise Group, Allstate, 
Homart, and major interests in Prodigy 
and Advantis. 

How have your expease reductions improved 
your competitive position in merchandising? 

The successful retailers today are the low- 
cost providers, and we continue to make 
strides in this area. We’ve reduced costs 
by more than $1.5 billion since 1990. 

From 1990 to 1992, for example, we 
eliminated more than 48,000 positions, 
helping us in 1993 to convert back-office 
space in stores to selling space. Streamlin¬ 
ing continued throughout 1993 as a result 
of our restructuring program, which elimi¬ 
nated an additional 50,000 positions. In 
addition to its obvious relationship to 
profit performance, lowering cost levels 
enables us to offer more competitive 
prices to our customers. 


Sears, Roebuck and Co. 


Please comment on Allstate’s performance, 
Allstate also had its best year ever, earn¬ 
ing $1.16 billion for Sears. We had an 
excellent performance in both property- 
liability and life insurance. Our loss and 
expense trends were favorable. We had 
lower catastrophe losses, despite the Cali¬ 
fornia fires. We enter 1994 in a strong 
capital position, and we will be aggressive 
in growing profitable market segments. 



What has happened with corporate expense? 

We’ve made considerable progress in 
reducing corporate expense 
over the past year, which is 
making its way to the bottom 
line. We had about $325 mil¬ 
lion in corporate expense on a 
normalized basis in 1992, and 
eliminated about $200 million 
of that amount in 1993. The 
reduction was due to lower 
interest expense, as we used 
the proceeds from our reposi¬ 
tioning actions to pay down 
debt; improved performance at 
both Prodigy and Advantis; 


and lower overall administrative costs. We 
expect this trend to continue. 

What is your view of the economy in 1994? 

Our own sales information indicated that 
the current consumer spending boom 
began in the second half of 1992, despite 
the decline in consumer confidence mea¬ 
sures. We expect this consumer-led ex¬ 
pansion to continue in 1994, with con¬ 
sumer spending focused on durable home 
goods. These factors should continue to 
benefit us over the longer term as eco¬ 
nomic growth accelerates. 

What is your view of Sears future? 

We’re extremely pleased with the success 
of our repositioning - it has well ex¬ 
ceeded our expectations. Our core busi¬ 
nesses have been revitalized and recapi¬ 
talized, and we have strong management 
throughout the company. We believe we 
are well-positioned to pursue aggressive 
strategies to achieve market-share growth 
and improve expenses in our core busi¬ 
nesses, and to consider other opportuni¬ 
ties that will further enhance share¬ 
holder value. 


Annualized Shareholder Return Over Various 
Holding Periods 

Through December 31.1993 
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Stock Price 

H Market Value Dean Witter Implied Stock Price 

Stock Dividend with DW Stock Oivideod 


.JUNE 30,1993 *•** 

•* OCTOBER 5,1993 ••• 

••NOVEMBER 30,1993 

Sears spins off its 80 portent in- 

Sears completes the sals of its 

Completing its major reposition- 

terest in Dean Witter, Discover & 

Coldwell Banker Residential 

ing program, Sears doses the 

Co. through a spociaf tai-free 

business to The Fremont Group. 

sale of its Sears Mortgage 

dividend to Sears shareholders - 


Banking operations to PNC Bank 

the second largest stock dividend 


Corp. Total proceeds raised from 

in American business history. 


all transactions are $42 billion. 
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ju weeping actions in the Merchan- 
f \ dise Group in 1993 brought a 
^ sharper business and customer 

^ focus, a new and streamlined 

i 1 organization, and new marketing 
. and merchandising programs. 
|fls9 The result: same-store sales 
increases that led major retailers in the 
nation, sharply improved profitability, 
and an emerging momentum that is 
shaping the future. 

The comprehensive restructuring pro¬ 
gram announced early in the year resulted 
in the closing of traditional U.S. catalog 
operations, the closing of f 13 retail and 
specialty stores, the elimination or prun¬ 
ing of several lines of business, and an 
early retirement program. 

“These decisions were very painful 
because they involved people we have had 
relationships with for years - people who 
work for us, people who work with us, 
and people who shop at our stores,” says 
Arthur C. Martinez, Sears Merchandise 
Group chairman and chief executive of¬ 
ficer. “But they were very necessary deci¬ 
sions if we were to quickly get on with 
restoring the luster to Sears.” 


•'koine infcsio !>Hor<!' 



Sears Merchandise Group Chairman and Chief Execu¬ 
tive Officer Arthur C. Martinez visits new cosmetics 
department at Sears Cerritos, Calif store, and is 
assisted by loma Erickson, beauty advisor and 
department supervisor. 

“While our actions attracted a lot of 
attention because of what we closed or 
restructured in the year, what is more 
important is what we began,” Martinez 
continues. “We have a new organization 
with new people and new programs. This 



New $40-mi|lion 
advertising campaign 
launched in 1993 
showcases expanded 
selection of fashionable, 
affordable women's ap¬ 
parel Entitled "Come 
I See the Softer Side of 
Sears," it runs on televi¬ 
sion and in print 
Sample magazine ad 
shown reads "I came in 
for a DieHard. And left 
with something 
drop dead.” 


will help get us back into the business of 
‘adding,’ rather than ‘subtracting.’ ” 

The “addition” came in the form of 
Merchandise Group net income in 1993 
of $751,6 million, compared with a loss 
of $1.47 billion in 1992 before account¬ 
ing changes. It also came in the form of a 
same-store sales increase of 9.1 percent, 
delivered in part by market share gains in 
major business lines such as appliances, 
electronics, and apparel. Expense ratios 
also declined, with selling and administra¬ 
tive expenses at 25.4 percent for core 
merchandising activities in 1993, com¬ 
pared with 26.6 percent in 1992. 

These results were driven by the imple¬ 
mentation of five strategic priorities for 
the Merchandise Group: 

• Focus on core businesses where Sears 
can win and grow. 

• Clearly position Sears as a compelling 
place for its target customers to shop. 

• Become market-driven in what Sears 
offers target customers. 

• Accelerate the pace of continuous cost 
improvements in order to compete 
effectively. 

• Develop an organization and culture 
that will successfully drive this business 
to a greater future. 

“Our recent success and future victories 
are all tied to how well we as an organiza¬ 
tion execute these five single concepts,” 
Martinez says. 

Delivering value to the customer 

The discipline of these strategies is seen 
in the definition of the Sears target cus¬ 
tomer. “The Sears customer typically is a 
woman 25 to 54 years old .. . and her 
family,” says John H. Costello, senior 
executive vice president and general 





























Sales manager conducts "ready meeting” for sales associates in remodeled 
apparel department. Held in each department before a store opens, ready meet¬ 
ings enhance Sears "Pure Selling Environment” by providing updated sales infer 
mation to help associates better serve customers 


operations. “One of 
Sears great assets 
is our mall loca¬ 
tions - the best in 
the business. Our 
challenge is to 
make them com¬ 
pelling places to 
shop - in presenta¬ 
tion and service 
levels.” 

Store renovations 
intensified in 1993 
with the launch of 
a $4-billion, five- 
year capital expen¬ 
diture program. In 
1993, renovations 
of 122 stores were 
begun and about 
170 are scheduled 
this year. In addi¬ 
tion, Sears plans to 
open 11 new retail 
stores in 1994, 
primarily reloca¬ 
tions. 

But bricks and 
mortar are only the 
beginning. How 
the customer is 
greeted and treated 
is a top priority as 
well. Some 
175,000 store 
associates partici¬ 
pated in “Pure 
Selling Environ¬ 
ment,” a company- 


manager of marketing. “Her household 
income is about $37,000, which is in a 
range shared by 40 percent of America’s 
households. Most important, she is often 
the chief purchasing agent for her house¬ 
hold and is looking for superior value in 
everything. And everything includes ap¬ 
parel, appliances, electronics, furniture, 
tires, batteries, and lawn mowers.” 
Costello adds, “In fact, our research 
shows that over 50 percent of purchase 
decisions across a wide range of hardline 
and softline categories are influenced or 
made by women.” 

Most important for Sears, she shops in 
malls - regularly. “Reports of the death of 
the regional mall have been greatly exag¬ 
gerated, to paraphrase an old saying,” says 
Allan B, Stewart, president, retail store 


wide program begun in 1992 to train 
sales associates to provide superior 
service. 

Profitable apparel 
business growing 
While Sears be¬ 
lieves it has the 
mall locations to 
reach its target 
customer, becoming 
a compelling store 
means the customer 
has to think of Sears 
first as the place for 
her needs: Sears has 
to have the right 
merchandise. 


For Robert L. Mettler, Apparel Group 
president, that means fashion, quality, and 
value. “Sears offers customers a full line 
of apparel for the entire family, on a par 
with all of its mall-based competitors,” he 
says. “We believe we have only touched 
upon the opportunities that exist because 
of our strong buying power as well as our 
commitment to national brands.” 

Sears Apparel Group revenues in¬ 
creased 14.9 percent in 1993 as a result of 
targeted merchandising programs, such as 
those in family footwear and special sizes 
in apparel. The group’s objective is to 
accelerate that growth over the next few 
years to bring the Apparel Group up to 
40 percent of core retail revenues. 

Sales of cosmetics and fragrances will 
help achieve that goal. Sears re-entered 
the business in 1993 by opening 22 new 
cosmetics and fragrances departments, 
and plans 125 more in 1994 with a goal 
of 500 total over the next three years. 
These departments are located at major 
mall entrances to Sears stores and are 
staffed with fully-trained beauty advisors. 

“We’ll continue to expand our offerings 
of quality apparel at good values. We’ll be 
fashionable, but not avant-garde. We’ll 
reflect the taste level and needs of our 
target customer,” Mettler says. 

Carrying that message to her is the 
company’s “Come See the Softer Side of 
Sears” advertising campaign, launched in 
1993, inviting customers to see updated 
and expanded apparel offerings in the 
stores. The campaign builds on the 


At year-end 1993, Sears had 94 Homelife stores. 

51 of which are free-standing - similar to the one 
pictured below in Tampa, Fla The stores offer an 
expanded and updated line of furniture, accessories, 
and bedding. 
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In an era of busy, two-income families, Sears competitive advantages include its ability to deliver, install, and repair products nationwide. Shown here is the weekend 
delivery of a Kenmore washing machine and dryer to a family in Tucson. Ariz. Kenmore is Sears leading brand, with a solid position in all major appliances. 


strength of Sears famous “hardlines” 
by making whimsical comparisons 
with apparel merchandise. 

‘'We listened carefully to the women 
who shop at Sears for their families and 
their homes, and we know they want 
affordable, fashionable 
apparel for themselves. 

Through our ‘Softer Side’ 
campaign, we are telling 
American women that we 
have upgraded our apparel 
assortments and that we 
have what they are look¬ 
ing for,” Costello says. 

Home strategy exploits 
competitive strengths 
More customer traffic for 
Sears apparel means more 
opportunities in the store 
to sell hardline goods, 
observes Marvin M. Stem, 

Home Group president. 

“The more footsteps we 
attract to the whole store, 
the greater opportunity we have not only 
to maintain our dominant market share 


in home appliances, electronics, furniture, 
and other products for the home, but also 
to expand it.” 

The group's business includes Sears 
Brand Central home appliances and elec¬ 
tronics, home improvement, product ser¬ 
vices, and furniture. In 1993, Sears Home 
Group reported a revenue 
increase of 11.5 percent 
over the prior year. 

As the shake-out of 
national and local appli¬ 
ance and electronics deal¬ 
ers continued, Sears Brand 
Central remained the 
nation’s revenue leader. 
Other components of the 
Home Group experienced 
similar success in 1993 - 
Sears was the second larg¬ 
est furniture retailer as 
well as second in home 
improvement. 

Sears strategy for home 
improvement is to reshape 
product assortment and 
presentation to be more 
responsive to mall customers. Sears also 
is complementing its mall stores with 

-T- 


free-standing neighborhood hardware 
stores. The company opened 15 of these 
new, larger, 20,000-square-foot “Sears, 
Hardware” stores in 1993 and plans 27 
more this year. 

Another free-standing store format of 
the Home Group is “Homelife,” an up¬ 
dated and expanded presentation of furni¬ 
ture, accessories, and bedding, with 
51 free-standing stores at year end and 
plans to open another 30 in 1994. As new 
free-standing Homelife units open, Sears 
closes in-store furniture departments and 
uses the space for expanded apparel 
departments. 

Serving customers closer to their homes 
also is the reason for Sears new retail- 
dealer stores located in about 200 small or 
rural communities that previously were 
served by Sears catalog sales stores. Oper¬ 
ated by independent dealers, the stores 
offer appliances, electronics, and lawn 
and garden equipment. Nearly 125 more 
are planned in 1994. 

But what Stern believes gives Sears a 
real competitive advantage in the Home 
Group are what he calls “the mores” - 
exclusive Kenmore and Craftsman brands; 
more services than the competition, such 


F ulfilling 
customer needs, 
Merchandise 
Group gains sales 
and market share. 































as a nationwide product services organiza¬ 
tion, home delivery, and convenient credit 
programs; and Sears long-standing com¬ 
mitment of “satisfaction guaranteed.” 

Product Services is one of the biggest 
“mores” Sears has. With 17,000 trained 
technicians, Sears is the largest full-line 
operator of repair services in the country. 
Product Services in 1993 completed na¬ 
tionwide roll-out of two 24-hour, toll-free 
phone numbers for customer convenience 
in scheduling repairs or ordering parts. 

Sears number one retail credit provider 

Sears moved boldly in 1993 to expand 
credit options and further enhance conve¬ 
nience for customers. All Sears stores in 
the U.S. and Puerto Rico began accepting 
Visa, MasterCard, and American Express 
cards in addition to the Discover Card and 
the company’s popular SearsCharge card. 

In 1993, credit revenues for the Mer¬ 
chandise Group were $3.27 billion, com¬ 
pared with $3.11 billion in 1992. 

Developing a strategic focus 

But just as important as expansion in 
1993 was “focus” - focus on delivering 
products and services that strategically 
serve customer needs and shareholder 
interests. Nowhere was “focus” more 
prominent than in the automotive 
business. 
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“The Sears Auto Centers business was 
simplified significantly in 1993 to focus 
on tires, batteries, and related services, 
where we can provide superior value and 
service,” says Paul A. Baffico, Automotive 
Group president. “Our strategy is to coor¬ 
dinate these repositioned, on-the-mall 
outlets with our off-the-mall outlets - 
Western Auto, NTW, and Tire America - 
into a dominant automotive business that 
can improve market share.” 

“Focus” also was placed on direct mail 
opportunities to harvest the potential 
of Sears catalog mailing list in a cost- 
efficient, profitable initiative. 

Sears introduced a new “shop-at-home” 
unit to develop the specialty catalog busi¬ 
ness with third parties. Sears continued its 
successful, proprietary specialty catalogs, 
Power Hand Tools and Home Health 
Care, and began tests of 16 other spe¬ 
cialty catalogs offering merchandise to 
meet a variety of work, apparel, and 
lifestyle needs for shoppers who appreci¬ 
ate the convenience of at-home purchases 
and home delivery. The most successful 
of these will be expanded in 1994. 



After all of the initiatives, programs, 
projects, and activities in 1993, what’s 
ahead for 1994? 

“Execution,” says Martinez. “We made 
good progress last year, but it’s only a 
beginning. To sustain the momentum 
we’ve created, we need to vigorously 
execute the programs we started and rec¬ 
ognize that our business requires continu¬ 
ous innovation and improvement.” 



also is the only store accepting 
all five of America s most 
popuiar credit cards 


Sears Regional Credit Card Operation Centei m Des Moines, Iowa, is one of nine the company operates 
nationwide to process customer requests for credit, provide customer service, and manage collection 
activities. Shown is Jane J Thompson, executive vice president credit (center), discussing operations 
with Leona Sidmore, collection supervisor 
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une 3, 1993 was an historic day 
in American business and for 
Allstate. It marked the introduc¬ 
tion of Allstate as a publicly- 
traded entity, through the largest 

U initial public offering ever for a 
U.S. company. The Allstate Cor¬ 
poration offered 89.5 million shares of 
stock at $27 per share, raising gross pro¬ 
ceeds of approximately $2.4 billion. 
Following the offering, Allstate issued 
$850 million in notes and debentures. As 
a result, the company increased its statu¬ 
tory surplus by $1.25 billion. 

“This achievement, combined with 
record .1993 earnings, enables us to accel¬ 
erate growth in our major business seg¬ 
ments sooner than anticipated,” says 
Wayne E. Hedien, Allstate chair¬ 
man and chief executive officer. 

“It follows a three-year con¬ 
centration on improving the 
profitability of our core 
personal lines busines: 
through various loss 
control, expense 
reduction, and cus¬ 
tomer-retention initia¬ 
tives.” 

Allstate’s consolidated net 
income rose to a record 
$1.16 billion in 1993, after minority 
interest of $141.2 million, with profit 
growth achieved through strong under¬ 
writing performance in personal and busi¬ 
ness lines. 

The company’s future strategy will 
focus on “businesses where Allstate has 
competitive skills and advantages,” ac¬ 
cording to Hedien. 

“Specifically, we are building on four 
distinctive ‘core competencies’ - the 
widely recognized Allstate name, a pow- 


Allstate Chairman and Chief 
Executive Officer Wayne E 
Hedien visits the Chicago 
Stock Exchange, where, in 
addition to the New York 
Stock Exchange, Allstate 
stock is now traded. Allstate 
offered nearly 20 percent of its stock to 
the public on June 3, 19S3 - the largest initial 
public offenng ever for a U.S. company. 

erful distribution force of approximately 
14,600 full-time agents, our 63-year ex¬ 
pertise in auto insurance, and our capa¬ 
bilities in multiple distribution channels 
in addition to our Allstate agencies.” 

Hedien says Allstate is focused on three 
key strategies: 

• Strengthen its current position as a 
leading provider of auto and homeowners 
insurance through Allstate agencies. 

• Leverage its core competencies through 
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additional channels by providing core 
products to select markets not served by 
Allstate agencies. 

• Become a leading provider of life in¬ 
surance and savings products. 

Leader in auto and homeowners insurance 

Today, Allstate Personal Property & 
Casualty (PP&C) has more than 27 mil¬ 
lion personal auto and property policies 
in force in the U.S. These represent 
nearly three-fourths of the company’s 
$20.67 billion in statutory premiums. 
Allstate holds 12.3 percent of the esti¬ 
mated $89.5 billion U.S. private passen¬ 
ger auto market, while homeowner 
premiums account for 12.1 percent of 
an estimated $21.3 billion market. 

“We are a leading player, the second- 
largest personal property and casualty 
insurer in the U.S.,” says Jerry D. Choate, 
president of PP&C, “but we still have 
opportunities for growth in our personal 
lines business.” 

Auto insurance was Allstate’s first 
product line when the company was 
founded by Sears in 1931, and it has been 
the primary line ever since. The company 
has a broad product range that covers the 
preferred, standard, and non-standard/ 
specialty auto markets. 

“We are the market leader in non¬ 
standard/specialty auto insurance - which 
covers customers with risk profiles higher 
than average because of their driving 
records or the types of cars they own,” 
points out Steven L. Groot, group vice 
president, Allstate Indemnity. “We’ve 
been successful at underwriting and pric¬ 
ing the nonstandard market. As a result, 
it’s a profitable business for us.” 

Key to success in personal lines busi¬ 
ness are the Allstate agents, who today 
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As the country's second-largest personal property 
and casualty insurer, Allstate insures homes in 49 
of the 50 states When the Malibu, Calif, home of 
Hank and Susan Salas and their three sons was 
destroyed in the southern California fires of 1993, 
their Allstate agent Anton Obuljen (white shirt), 
was there to help 

serve customers out of more than 9,300 
locations. “The Allstate agency force 
represents an exclusive sales force that 
would be impossible to duplicate in 
today’s marketplace,” Choate points out. 
An additional 1,700 independent agents 
extend market reach to rural areas not 
served by Allstate agents. 

Strategically, PP&C is emphasizing the 
development of long-term customer/ 
agency relationships in profitable markets. 
“We’ve moved away from mass market¬ 
ing, and we’re defining the business in 
terms of local segments with distinct 
needs,” Choate says. Goals include in¬ 
creasing customer satisfaction and reten¬ 
tion, and intensifying cost containment. 

Agents have been provided with the 
ability to offer an even greater level of 
service to the Allstate customer. “Techno¬ 
logical enhancements available to agents 
countrywide in 1994 will include online 
field underwriting capability and a cross- 
line customer data bank,” Choate adds. 

In addition, a proprietary database of 
approximately 60 million Sears/Allstate 
customer households can be used to pro¬ 
file and market to millions of additional 
potential customers. 

As part of its commitment to its agency 
system, Allstate has made an unprece¬ 
dented investment in education, through 
a comprehensive job analysis and training 
initiative. By mid-1994, for example, 

60 percent of agents and sales managers 


will have completed testing and refresher 
courses in sales skills. 

Key products for select commercial markets 

Business Insurance today ranks among 


the top 20 commercial carriers in the U.S. 
It writes primary commercial insurance 
for small- and medium-size businesses, 
and reinsurance, through three distribu¬ 
tion channels: 

• Allstate agents and rural independent 
agents target the small-business owner. 

• Northbrook Property and Casualty 
Insurance Co., which sells through nearly 
1,650 independent agents, is a highly- 
focused carrier that writes a variety of 
commercial products and is emphasizing 
growth through commercial auto, leverag¬ 
ing Allstate’s core skills in personal auto. 
Northbrook also targets other high-value 
market niches. 

• Allstate Reinsurance targets small- to 
medium-size domestic, regional, and 


Allstate insures nearly one of every eight automobiles 
in the U S 
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When Vista Balloon Adventures, Inc., of Sherwood, 
Ore . wanted insurance for its fleet of cars and vans 
Owner Roger Anderson (left) turned to Allstate 
Agent Stuart Parsons (right). "Allstate offered the 
best value for my insurance needs and backed that 
up with superior service." says Anderson. Based in 
Lake Oswego, Ore.. Parsons and his partner Paul 
Chorby are two of Allstate's largest commercial 
insurance writers. 


a more significant player in the commer¬ 
cial marketplace. 


Major provider of life insurance, savings 
products 

The Allstate group of life insurance com¬ 
panies markets a broad range of life and 
annuity products through a variety of 
distribution channels: Allstate agents and 
life specialists, financial institutions, 
independent agents, brokers, and direct 
marketing. 

The Allstate agency force, which 
includes more than 400 life specialists, is 
key to the company’s strategy of increas¬ 
ing life insurance sales to existing 
Allstate auto and homeowner customers. 
“Our Allstate agent and life specialist 
business established a firm foundation for 
growth in 1993,” says Louis G. Lower, II, 
Allstate Life president. “Newly-issued 
life premiums of $108 million represented 
our best year ever, following a record 
$102 million in 1992. We continued to 
improve retention of existing customers 
as well, with over 91 percent renewing 
in 1993” 

Past success with Dean Witter led to 
a new strategic alliance between Allstate 
Life and Dean Witter, Discover & Co. 
in 1993. Under the new alliance, propri¬ 
etary annuity and life insurance prod¬ 
ucts will be marketed through Dean 
Witter account executives, with 
Dean Witter sharing in the funding 
and financial performance of the 
business. Allstate Life now has more 
than $6 billion of assets supporting 
products sold by Dean Witter account 
executives. 

Allstate Life also recorded favorable 
results for its other complementary dis- 

To help consumers prevent home burglaries and fires, 
car accidents and thefts, Allstate advertises safety 
tbs. Print ad (left) snows how to help make a home 
more burglar proof By positioning Allstate agents as 
information resources, ads encourage consumers to 
partner with the company in enhancing their safety 
and security, proving "You're In Good Hands With 
Allstate." 


specialty insurance carriers, and selected 
international business. 

“We have repositioned Business Insur¬ 
ance,” says John D. Callahan, Business 
Insurance president, “and now have a 
smaller, more profitable product and mar¬ 
ket mix, with narrower geographic 
spreads, and higher customer retention.” 

All the effort is paying off. In 1993, 
total premiums written by Business 
Insurance, excluding exited national 
accounts business, rose to $1.40 billion, 
up 16.6 percent over 1992. Business 
Insurance’s combined ratio of 110.3 
improved dramatically from the 125.5 
in 1992 (113.9 excluding Hurricane 
Andrew). Customer satisfaction reached 
an all-time high, as documented by the 
company’s 1993 claim satisfaction survey, 
and Northbrook’s consistent high ranking 
in outside surveys of .independent agents. 


Strategy for the future involves con¬ 
tinuing to leverage the core competencies 
of Allstate in order to become 
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Through whole life, universal life, and a variety of term insurance produc 
Allstate helps parents provide for the financial security of their families. 


Statutory pre¬ 
mium income in¬ 
creased 6.1 percent 
to $4.09 billion in 
1993, while 
invested as¬ 
sets, including 
Separate Ac¬ 
counts, grew 
to $24.37 bil¬ 
lion by year 
end, an in¬ 
crease of 
11.6 percent 
from 1992. 

Life results 
reflected lower 
commercial 
mortgage loan 
losses and 
stronger oper¬ 
ating income. 


llstate's increased 
financial strength 
accelerates its 
core business growth. 


tribution systems. The company is well- 
positioned for profitable growth through 
the strength of its diverse distribution 
channels. 


Strengthening homeowners market 

San Francisco-based PMI Mortgage In¬ 
surance Co. and affiliates (PMI), a 
wholly-owned subsidiary of Allstate and 


the third-largest private mortgage guar¬ 
anty insurer in the U.S., protects lenders 
and investors in the event of individual 
borrower defaults. It sells home mortgage 
guaranty insur¬ 
ance to mortgage 
bankers, savings 
institutions, com¬ 
mercial banks, 
and other mort¬ 
gage lenders. 

“Demand for 
private mortgage 
insurance is tied 
directly to house 
sales and refi¬ 
nancing activity,” 
says PMI Presi¬ 
dent and CEO 
Roger Haughton. 
“With home 
mortgage interest 
rates at a 25-year 
low in 1993, our premiums written 
climbed to a record-high $32? million, 
from 1992’s previous all-time high of 
$240 million.” 
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With people living longer and healthier lives today, one of then greatest needs is financial peace of mind Allstate can help them sec ure this goal through a number of 
vehicles, including annuities and other insurance products available via Allstate agents, Lincoln Benefit Life and Surety Life brokers, Dean Witter account executives, 
and selected banks Allstate also uses other d stnbuhon channels such as ect mail and tele-ierketing 
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CORPORATE BUSINESSES 




ears, Roebuck and 
Co. also operates 
or holds interests 
in related busi¬ 
nesses in real es¬ 
tate, computer, and 
information ser¬ 
vices that extend or support 
its core businesses. 

Shopping mall development 
continues successfully 
The regional mall remains a 
vibrant shopping destina¬ 
tion, and Homart Develop¬ 
ment Co., a wholly-owned 
subsidiary of Sears, is a key 
player in the retail develop¬ 
ment industry. “Homart’s 
momentum and expertise 
enabled it to achieve significant increases 
in unrealized gains,” says Michael J. 
Gregoire, Homart’s chairman and chief 
executive officer. “We captured a high 
percentage of the few remaining, attrac¬ 
tive regional mall development opportuni¬ 
ties for the 1990s, and increased net oper¬ 
ating income on comparable properties by 
10.5 percent, while the rest of the industry 
was flat.” 

In the west Boston market, Homart is 
completing its work on one of the largest 
shopping center redevelopment projects in 
the country. The 1.2-million-square-foot 
Natick Mall reopens August 1994 as an 
enclosed super-regional mall, and an all 
new 837,000-square-foot Shoppers’ 

World community center follows in the 
fall of 1995. 

Homart’s four-year-old community cen¬ 
ters division is capitalizing on the expan¬ 
sion needs of some of America’s fastest 
growing retailers, and opened three cen¬ 


completed work on the 
group’s headquarters and 
on an extension campus 
for Northern Illinois Uni¬ 
versity. Homart also 
started a new land sales 
program and constructed 
two multi-tenant office 
buildings. 

Personal services expand via 
telephone lines 

New alliances, new fea¬ 
tures, and new product 
enhancements marked the 
year for Prodigy Services 
Company, according to 
Ross Glatzer, president. 

A partnership Sears and 
IBM formed in 1984, 
when they foresaw today’s emerging 
Information Superhighway, the Prodigy® 
service is the largest and most popular 

online service in the U.S. 
Today, more than two mil¬ 
lion members access the 
Prodigy service up to 
700,000 times a day for 
shopping information, ed¬ 
ucation, and commu¬ 
nications. 

Prodigy and Cox Cable 
in 1993 began testing 
service delivery to per¬ 
sonal computers over 
coaxial cable, which can 
be more than 50 times 
faster than telephone 
delivery. Similar tests 
with Viacom, Comcast, 
and other cable system 
operators will take place in 1994, 

Glatzer says. 


In Alpharetta. Ga.. an affluent and rapidly-growing suburb of Atlanta, Homart opened North 
Point Mall (above) in October 1993 The center was 95 percent leased at opening 


ters in 1993. Homart also added depart¬ 
ment and specialty stores in five more 
centers during the year. 

Gregoire believes Homart 
centers are able to deliver 
the most effective advertis¬ 
ing and promotional pro¬ 
grams in the industry 
through the company’s 
exclusive Daily Sales com¬ 
puter reporting system. 

“Center management uses 
the program to measure 
sales of each mall tenant on 
a daily basis and adjusts 
mall marketing programs to 
get the biggest bang for 
each promotional dollar,” 
he notes. 

At Prairie Stone, the 
multi-use development 
that’s the new home to Sears Merchandise 
Group in Hoffman Estates, Ill., Homart 


hrough malls 
and via comput¬ 
ers, Sears helps 
deliver what 
consumers want. 
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lish more alliances in the future as part of 
its open network strategy to bring new 
interactive products to market quickly. 

One-stop shopping for business available 
through network technology 

“In today’s competitive global marketplace, 
the success of companies large and small 
depends on fast, reliable communications 
between far-flung locations, trading part¬ 
ners, and customers,” says Syd N, Heaton, 
chairman and chief executive officer of 
Advantis, a year-old networking technol¬ 
ogy joint venture of Sears and IBM. 

Advantis delivers a comprehensive 
array of business telecommunications 
services - ranging from computer net¬ 
working to integrated data, voice, and 
video capabilities - to 1.5 million users 
worldwide. It also builds customized 
business communications networks and 
can manage a customer’s worldwide net¬ 
working operations. 

Headquartered in Schaumburg, Ill., 
Advantis combined the assets, em¬ 
ployees, and sizeable customer base 
of Sears Technology Services and 
IBM’s Networking Systems Services. 
Through its worldwide affiliates, Advantis 
serves 23,000 customer enterprises doing 
business in more than 90 countries. 

“Our customers’ day-to-day operations 
revolve around seamless, reliable commu¬ 
nications, but they don’t want to build and 
manage global networks,” says Heaton. 
“They’re looking for someone wifh our 
resources, expertise, and worldwide pres¬ 
ence to do it all for them.” 


Developed jointly by Sears and IBM, the Prodigy network serves an online community of more than two 
million members, who access it up to 700,000 times a day for variety of news, weather, financial, sports, 
entertainment, and educational features. 


Prodigy, headquartered in White Plains, 
N. Y., also is developing separate interac¬ 
tive programming that will complement 
existing TV cable channels and be con¬ 
trolled through intelligent set-top cable 
converter boxes. Widespread deployment 
of those boxes is expected to open up a 
new method for Prodigy to expand its 
customer base. 

In addition to the cable tests, Cox 
Newspapers, Inc., Times-Mirror Co., and 
Media General, Inc. announced plans to 
create local “electronic neighborhoods” 
on the Prodigy service, delivering local 
news, information, advertising, and com¬ 
munications, Participating papers will 
include the Atlanta Journal-Constitution. 
Los Angeles Times, New York Newsday. 
Tampa Tribune, and Hanford Courant. 

Similar alliances were struck with the 
ImagiNation Network, to allow Prodigy 
service members to play real-time, multi¬ 


player games; with Nynex, to offer 
1.7 million interactive yellow page list¬ 
ings; and with Dun 
& Bradstreet, to 
provide an extensive 
marketing database 
on thousands of 
companies. Glatzer 
predicts that 
Prodigy will estab- 


Advantis' network control 
facility in Schaumburg, 

III is one o f the global 
telecommunications com¬ 
pany's strategic nerve 
centers, helping its grow¬ 
ing base of customers 
gam a competitive edge 
through data, voice, and 
video networking ser¬ 
vices that reach more 
than 90 countries 
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CORPORATE RESPONSIBILITY 


usiness must account for its 
stewardship not only on the 
balance sheet, but also in mat¬ 
ters of social responsibility,” 
said former Sears Chairman 
General Robert E. Wood 
in 1938. 

Over the years, the company has dem¬ 
onstrated its corporate citizenship through 
an active community relations program 
including financial support. In 1993, 

Sears and its business groups donated 
$18.8 million through The Sears-Roebuck 
Foundation, the Allstate Foundation, cor¬ 
porate contributions, and local contribu¬ 
tions, including United Way. 


Strengthening our communities 

In Chicago, Sears advanced plans for the 
redevelopment of its former headquarters 
site on the city’s west side into a neigh¬ 
borhood of 600 affordable new town- 
homes and rental units through a partner¬ 
ship with The Shaw Company. 

“Both companies want to do the right 
thing for the neighborhood and the city,” 
says Charles Shaw, Shaw Company presi¬ 
dent. “We care about the community and 
want to have a lasting impact.” 

To support communities surrounding its 
home office in Hoffman Estates, Ill., Sears 
Merchandise Group’s Golden Corridor 
Community Fund provided $50,000 for 
programs that build and strengthen families. 

Sears Chicago Fund, established to 


The Sears-Roebuck Foundation committed $1 million 
to the United Negro College Fund's special capital 
campaign for the 41 historically black colleges in the 
U.S., including Talladega College In Talladega, Ala. 
Dr. Joseph B Johnson, president of Talladega (left), 
and James D. Thornton, vice president and general 
manager of Sears Auto Centers and a Talladega 
graduate (center), talk with students on campus. 


focus the corporation’s support for its 
headquarters city, provided $250,000 to 
seven groups involved in building adult 
workforce readiness. 

United Way was a primary vehicle for 
supporting community-based social serv¬ 


ice programs. In 1993, contributions 
from Sears business groups totaled 
$6.3 million. Employees pledged more 
than $8.2 million and donated thousands 
of hours in volunteer service to United 
Way and its member agencies. 
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Operation Precious Cargo is an Allstate Foundation program that provides child safety seats to low-income 
families, new parents, grandparents, and others m need. The seats are loaned free of charge through local and 
state agencies such as the Florida Highway Patrol, shown here In addition to Florida, the program has been 
established in Illinois, Arizona, and Georgia 


Commitment to educational excellence 
The Sears-Roebuek Foundation Family 
Education Program brought parenting 
workshops and related library materials to 
100 cities to show families how to teach 
children skills and attitudes they need to 
succeed in school and at work. 

Sears partnered with The Washington 
Center for Internships and Academic 
Seminars to sponsor “Women As Lead¬ 
ers,” a two-week national leadership de 
velopment program held in Washington, 
D.C., for 104 outstanding women college 
students. “The Women as Leaders seminar 
really had an impact on my life,” says 
Cheryl Gardner-Shalit, a student at the 
University of Alaska. “The leadership 
skills and sense of responsibility that I 
gained helped me to think about myself 
and my potential differently.” 

Disaster relief important in 1993 

Sears Merchandise Group’s support for 
victims of the Midwest flood and Califor¬ 
nia fires included cash donations to the 
American Red Cross, free potable water 
made available at Sears stores, and the 
prioritization of service technicians and 
merchandise to help homeowners. 

The Allstate Foundation aided victims 
of these disasters and, in partnership with 
The Points of Light Foundation, helped 
develop a disaster preparedness manual 


that will equip volunteer centers through¬ 
out the country to handle future disasters. 

“Funding from Sears and Allstate was 
invaluable in helping our volunteers pro¬ 
vide food, shelter, and hope to these 
people when they needed them most,” 
says David Crozier, of the national office 
of the American Red Cross. 

Volunteerism expands 

Allstate’s Helping Hands 
volunteer program 
matches the skills and 
talents of employee vol¬ 
unteers with community 
needs. Over the years, an 
estimated 75 percent of 
Allstate’s 49,000 em¬ 
ployees have participated 
in more than 10,000 
community projects. 
Sears Merchandise 
Group launched its own 
volunteerism program 
last year, which will be 
expanded in 1994. 

Three Hornart malls 
received “Get Centered 
50” awards from the 
International Council of 
Shopping Centers for 
their community service 
and volunteer programs. 
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In addition, Homart’s “Giving Trees” 
program brought gifts to thousands of 
children thanks to the generosity of shop¬ 
pers who donated more than 46,000 gifts 
valued at nearly SS. million. 


Since 1977, local Neighborhood Housing Services 
organizations throughout the country have received 
nearly $37 million In contributions and Investment 
funds from Allstate NHS coordinates financial and 
technical resources to help residents rebuild their 
communities: for example, making possible a new 
home for Antonio and LuzMaria Cardenas (below) as 
part of a 25-umt construction program in the Garfield 
neighborhood of Phoenix, Anz 



Sears, Roebuck and Co. Female and Minority Employees 
in 1993 by Job Category* 


Job Categories 

% 

Female 

% % % 

Black Hispanic Asian/PI 

% 

Am in, 
Al Nat 

Total 
' £mps 
(000) 

Omcials and Mgrs. 

Em 


9.2 


—<J 







Professional's 

mm 


13.5 


5.5 


LL 


0.3 



Technicians 

■ m 


7.0 


O.l 


03 


mi 

Sales workers 

55.7 


15.7 


7.7 


1.7 


0.9 


nvyi 

Office and Clerical 

77.8 


18.2 


7.0 


2.2 


0.6 


669 

Craflworkers 

3.6 


ill 


7.4 


15 
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Operatives 

S.l 


18.8 


9.4 


1.5 


1.0 


8.8 

Laborers 

22.7 


20.0 


9,3 


1.7 


1.0 


27,1 

Service Workers 

25.5 


16.7 


8.6 


1 4 


0.7 


5.4 

TOTAL 

49.1 


15.6 


7.3 


1.8 


0.8 


308.5 


*M>nontic\ and job ts»ie§i>nes a' defined by ihc Employment Opportuniiy Commission 


Sears Merchandise Group Purchases of Goods and Services 

1993 


Minority-Owned Women-Owned 

Businesses Businesses 


Products 

Services 

* 

32.183.215 

36.094,041 


$ 

66.358,878 

32.096.905 


TOTAL 

68.277.256 


98.455.783 
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Sears, Roebuck and Co. 

Consolidated Statements of Income Year Ended December 31 


millions, except per common share data 

1993 

1992 

1991 

Revenues 

$50,837.5 

$52,344.6 

$50,982.9 

Expenses 




Costs and expenses 

47,233.7 

52,478.3 

48,568.2 

Restructuring (note 4) 

— 

3,108.4 

— 

Interest 

1,498.1 

1,510.9 

1,680.5 

Total expenses 

48,731.8 

57,097.6 

50,248.7 

Operating income (loss) 

2,105.7 

(4,753.0) 

734.2 

Other income (loss) 

206.0 

(27.2) 

129.6 

Gain on sales of subsidiaries’ stock 

635.1 

91.4 

— 

Income (loss) before income taxes (benefit), minority interest and 



equity income 

2,946.8 

(4,688.8) 

863.8 

Income taxes (benefit) (note 8) 

400.9 

(2,114.0) 

(38.5) 

Minority interest and equity in net income of unconsolidated 




companies 

(136.8) 

8.0 

13.3 

Income (loss) from continuing operations 

2,409.1 

(2,566.8) 

915.6 

Discontinued operations (note 3) 




Operating income, less income tax expense of $167.7, 




$299.2 and $231.0 

240.1 

507.9 

363.3 

Loss on disposal, including income tax expense of $22.0 

(64.0) 

— 

— 

Income (loss) before extraordinary loss and cumulative effect of 



accounting changes 

2,585.2 

(2,058.9) 

1,278.9 

Extraordinary loss related to early extinguishment of debt 




(note 10) 

(210.8) 

— 

— 

Cumulative effect of accounting changes (note 2) 

— 

(1,873.4) 

— 

Net income (loss) 

$ 2,374.4 

$(3,932.3) 

$ 1,278.9 

Earnings (loss) per common share, after allowing for dividends 



on preferred shares (note 14) 




Income (loss) from continuing operations 

$6.22 

$ (7.02) 

$2.65 

Discontinued operations 

0.46 

1.37 

1.06 

Income (loss) before extraordinary loss and cumulative 




effect of accounting changes 

6.68 

(5.65) 

3.71 

Extraordinary loss 

(0.55) 

— 

— 

Cumulative effect of accounting changes 

— 

(5.07) 

— 

Net income (loss) 

$6.13 

$(10.72) 

$3.71 

Average common and common equivalent shares outstanding 

382.9 

369.6 

343.8 

See accompanying notes and the summarized Group financial statements. 




Analysis of Consolidated Operations 




The consolidated statements of income present the results of 

The year 1993 marked major changes for the Company 

all the businesses of Sears, Roebuck and Co. The relative con- 

as the strategic repositioning announced in September 1992 

tributions to the consolidated results can be seen in the sum- 

was completed allowing the Company to focus on its core 

mary of business group data on pages 52 and 53. Further anal- 

retailing and insurance businesses. The highlights of the repo- 

ysis is provided in the Sears Merchandise Group and the 

sitioning included the following: 


Allstate Insurance Group summarized financial results and dis- 

• Dean Witter, Discover & Co. was spun-off as a separate 

cussions beginning on page 39. The consolidated financial 

company in June 1993, following the March primary initial 

statements present the results of Dean Witter, Discover & Co. 

public offering of 19.9% of its common stock. 

and the Coldwell Banker Residential Services businesses as 

* The Allstate Corporation completed a primary initial pub- 

discontinued operations until their disposition. 

lie offering of 19.9% of its common stock, resulting in a 

-1 

gain of $635.1 million to the Company. 
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Sears, Roebuck and Co. 


Analysis of Consolidated Operations continued 


• The sales of the ColdweJl Banker Residential Services busi¬ 
nesses, consisting of the residential brokerage and reloca¬ 
tion businesses and Sears Mortgage Banking operations, 
were completed in the fourth quarter of 1993. 

Revenues from continuing businesses of $50.84 billion 
increased $3.11 billion, or 6.5%, in 1993 compared with 
1992 revenues of $47.73 billion excluding Merchandise 
Group exited businesses. Sears Merchandise Group revenues 
from continuing businesses of $29.56 billion increased 
$2.22 billion, or 8.1%, in 1993 compared with 1992 revenues 
of $27.34 billion, reflecting improvements in domestic mer¬ 
chandising. Allstate Insurance Group revenues of $20.95 bil¬ 
lion increased $718.2 million, or 3.6%, in 1993 compared 
with 1992 revenues of $20.23 billion, due to growth in invest¬ 
ment and premium income. 

Consolidated revenues were $52.34 billion in 1992, an 
increase of $1.36 billion, or 2.7%, compared with 1991 reve¬ 
nues of $50.98 billion. Sears Merchandise Group revenues of 
$31.96 billion increased $527.6 million in 1992, or 1.7%, 
compared to 1991 revenues of $31.43 billion, reflecting 
higher revenues at Merchandising partially offset by declines 
at International. Allstate’s revenues were $20.23 billion in 
1992, an increase of $877.9 million, or 4.5%, compared to 

1991 revenues of $19.35 billion, due to higher average 
premiums and improved investment income. 

Operating income was $2.11 billion in 1993 compared 
to an operating loss of $4.75 billion in 1992. The change be¬ 
tween years was primarily due to restructuring charges of 
$3.11 billion, claim losses from Hurricane Andrew of 
$2.5 billion and operating losses from exited businesses of 
$387.2 million in 1992. Excluding these items, 1993 operat¬ 
ing income rose $863.1 million, or 69.5%, compared to 1992. 
The Merchandise Group’s operating income of $1.08 billion 
in 1993 rose $370.1 million, or 52.1%, compared to 1992 
operating income of $710.8 million, excluding restructuring 
charges and operating losses from exited businesses. The 
increase is principally due to improvements in domestic 
merchandising. Allstate realized operating income of 
$1.38 billion, an increase of $301.3 million, or 28.0%, over 

1992 operating income of $1.07 billion excluding Hurricane 
Andrew, due to improved underwriting results and higher in¬ 
vestment income. Homart’s operating loss was $82.1 million 
in 1993, compared with an operating loss of $111.1 million 
in 1992, excluding $326.6 million of property writedowns. 


Excluding 1992 restructuring charges and losses from 
Hurricane Andrew. 1992 operating income was $855.4 mil¬ 
lion, an increase of $121.2 million, or 16.5%, compared to 
1991 operating income of 734.2 million. The Merchandise 
Group’s operating income, adjusted for restructuring charges, 
was $323.6 million, a decrease of $441.8 million from 1991 
operating income of $765.4 million primarily due to lower 
domestic merchandising results. Allstate’s operating income, 
adjusted for Humcane Andrew, rose $535.6 million to 
$1.07 billion over 1991 operating income of $539.1 million 
as a result of improvements in underwriting results and invest¬ 
ment income and higher realized capital gains. Homart’s op¬ 
erating loss, excluding property writedowns, was $111.1 mil¬ 
lion in 1992, compared with a loss of $106.6 million in 1991. 

Interest expense and other funding costs declined in both 
1993 and 1992. Since the Company uses securitizations of 
retail customer receivables as a significant funding source, its 
financing costs are captured in interest expense and in fund¬ 
ing cost on securitized receivables. The changes in funding 
cost were as follows: 


millions 

1993 

1992 

Interest expense 

$ (12.8) 

$(169.6) 

Funding cost ol securitized receivables' 1 ' 

0 14.2) 

12.0 

Funding cost reductions 

$(127.0) 

$(157.6) 


(1) Reported as a reduction of revenues in the statement of income. 

Funding costs declined by $127.0 million in 1993 primar¬ 
ily due to lower funding needs resulting from the strategic 
repositioning, partially offset by higher effective interest rates 
attributable to a change in the debt mix. The funding cost 
reduction of $157.6 million in 1992 was primarily due to 
lower average interest rates. 

Interest expense at Corporate decreased $237.4 million 
to $299.4 million in 1993 compared with $536.8 and 
$565.0 million in 1992 and 1991, respectively. Corporate in¬ 
terest expense reflects interest cost on debt which has either 
not been specifically allocated to a business group or supports 
Corporate investments. Corporate debt declined to $1.04 bil¬ 
lion at Dec. 31, 1993, compared with Corporate debt of 
$5.28 and $6.95 billion at Dec. 31, 1992 and 1991, respective¬ 
ly. This decline primarily reflects the paydown of debt from 
the proceeds of the strategic repositioning transactions and a 
reduction in Corporate investments. 
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Sears, Roebuck and Co. 

Analysis of Consolidated Operations continued 


Other income increased in 1993 primarily due to higher 
gains from property sales at the Merchandise Group and 
Homart, securities sales and improved joint venture results. 
Improved joint venture results reflect the first year of opera¬ 
tions for Advantis and a lower Prodigy loss. In 1992, other 
income declined as lower gains on property sales at Homart 
and an investment writedown at Corporate more than offset 
reduced joint venture operating losses. A summary of other 
income by type follows: 


mi) lions 

1993 

1992 

1991 

Sale of property 

$126.1 

$ 49.4 

$177.2 

Sale/writeclown of securities 

53.9 

(30.0) 

42.4 

Equity in joint ventures 

18.8 

(62.1) 

(96.1) 

Other gains and losses, net 

1.2 

15.5 

6.1 

Total 

$206.0 

$(27.2) 

$129.6 


During 1992, the Company sold a minority interest in 
Sears Mexico through an initial public offering and recog¬ 
nized a gain of $96.2 million ($54.5 million after-tax). In ad¬ 
dition, a $4.8 million loss resulted from a primary offering of 
common stock by Sears Canada that diluted the Company’s 
ownership. 

Income tax expense in 1993 was 13.6% of pretax 
income. The 1992 and 1991 income tax benefits on opera¬ 
tions were 45.1% and 4.5%, respectively, of pretax income 
(loss). These rates differed from the statutory rate mainly due 
to tax-exempt securities income and dividends received on 
securities that are eligible for partial tax exclusion. The rates 
vary between years primarily due to the relative proportion of 
tax-exempt income included in pretax income. The 1993 rate 
was also favorably impacted by a $76.1 million net tax credit 
and the gain from the initial public offering of The Allstate 
Corporation. The net tax credit resulted from the adjustment 
of deferred tax assets due to the 1% increase in the federal 
income tax rate resulting from the Omnibus Budget Reconcil¬ 
iation Act of 1993. Income taxes were not provided on the 
gain from the Allstate primary initial public offering as it was 
realized on a tax-free basis. 


The following table summarizes the after-tax impact of 
the results of exited businesses in 1992 and certain significant 
unusual items in 1993 and 1992. 


millions 

1993 

1992 

Gain on sales of subsidiaries’ stock 

$635.1 

$ 49.7 

Tax rate change 

76.1 

— 

Merchandising exited businesses 

— 

(243.9) 

Restructuring 

= 

(1,951.2) 

Hurricane Andrew 

— 

(1,650.0) 


Income from continuing operations in 1993 was 
$2.41 billion, compared with a loss of $2.57 billion in 1992. 
Results in 1993 were after minority interest of $141.2 million 
at Allstate. Excluding the after-tax impact of exited busi¬ 
nesses in 1992 and the unusual items noted in the table above, 
1993 income from continuing operations was $1.70 billion 
compared with income of $1.23 billion in 1992, or an in¬ 
crease of 38.2%. 

Excluding 1992 restructuring charges, losses from Hurri¬ 
cane Andrew and the net gain on sales of subsidiaries’ stock, 
1992 income from continuing operations was $984,7 million, 
an increase of $69.1 million, or 7.5%, over 1991 income of 
$915.6 million. 

Results for 1993 also included a $210.8 million extraor¬ 
dinary loss related to the early extinguishment of debt. This 
extraordinary loss included the call of a $300 million, 7% 
deep-discount bond issue ($65.5 million) and payments to ter¬ 
minate interest rate swaps associated with debt retired as part 
of the strategic repositioning ($145.3 million). The 7% deep- 
discount bond issue carried an effective yield of 14.6%, and 
the interest rate swaps, which had converted variable to fixed 
rate debt, carried an average fixed rate of 9.2%. The debt 
reduction and termination of swaps will reduce interest 
expense in future periods. 

In 1992, net income included a $1.87 billion, or $5.07 
per common share, cumulative effect of accounting changes 
related to the adoption of new accounting for postretirement 
and postemployment benefits. 

Reported earnings have been impacted by inflation; 
however, there is no simple way of separating those effects. 
Competitive and regulatory conditions permitting, the 
Company modifies the prices charged for its goods and 
services in order to recognize cost changes as incurred or as 
anticipated. By also attempting to control costs and efficiently 
utilize resources, the Company strives to minimize the effects 
of inflation on its operations. 
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Sears, Roebuck and Co. 


Analysis of Consolidated Financial Condition 


The Company’s significant financial capacity and flexibility 
is exemplified by the quality and liquidity of its assets, its 
ability to access multiple sources of capital and its diversified 
cash flows from operations. Below, and on pages 23 and 25, 
is a discussion of consolidated financial condition, liquidity 
and capital resources. Summarized statements of financial po¬ 
sition and cash flows and supplemental analyses for the busi¬ 
ness groups can be found beginning on pages 42 and 47. 

Financial Condition 

The Company’s consolidated balance sheet is highly liquid, 
with over 72% of total assets in fixed income securities, eq¬ 
uity securities, receivables and cash and invested cash. At 
Dec. 31, 1993, Allstate Insurance Group comprised 65% of 
total consolidated assets. Sears Merchandise Group com¬ 
prised 31% and the remaining businesses (including Corpo¬ 
rate and Homart) comprised 4%. 



Inventory 3.9% 


Over 94% of the $38.9 billion of fixed income securities 
are rated investment grade. Aggregate market value of fixed 
income securities exceeded amortized cost by $3.3 billion at 
Dec. 31, 1993. Equity securities are recorded at market value 
of $4.6 billion consisting of a well-diversified and balanced 
portfolio, with an unrealized gain of $929.0 million at 
Dec. 31, 1993. Mortgage loans of $3.6 billion are geographi¬ 
cally and economically diversified. 

The retail customer receivables portfolio totaling 
$15.9 billion is also geographically diverse. Receivables sold 
through securitizations totaled $5.8 billion at Dec. 31, 1993. 

Invested cash is comprised of high-grade, short-term in¬ 
struments. Merchandise inventories are primarily valued on 
the LIFO basis. Inventories would be $743.7 million higher 
at Dec. 31, 1993 if valued on a FIFO basis. 


Liquidity and Capital Resources 

As a result of the corporate repositioning and solid operating 
performance in 1993, the Company strengthened its balance 
sheet and enhanced financial flexibility. Of the $4.2 billion in 
gross proceeds from the repositioning transactions, $3.0 bil¬ 
lion was used to pay down Corporate debt, approximately 
$500 million was retained by Allstate to increase statutory 
capital, and nearly $300 million was retained by Dean Witter 
to bolster its capital prior to the spin-off. As reflected below, 
the year-end 1993 debt-to-equity ratio decreased to 1.8 from 
3.4 at year-end 1992. 


Impact of Repositioning 


billions 

Dec. 31, 
1993 

Dec. 31, 
1992") 

Percent 

Change 

Assets 

S90.8 

$113.9 

(20%) 

Debt and deposits 

17.9 

37.1 

(52) 

Equity* 2 ’ 

10.0 

10.8 

O) 

Debt-to-equity ratio 

1.8 

3.4 

— 


(1) Before restatement for discontinued operations. 

(2) Excludes unrealized net capita) gains in 1993. 


Total net funding for the Company at the end of 1993 
was $23.3 billion and consisted of debt reflected on the bal¬ 
ance sheet of $17.5 billion (net of $0.4 billion of investments 
related to funding) and retail customer receivables sold 
through securitizations of $5.8 billion. Proceeds from the stra¬ 
tegic repositioning were used primarily to pay down commer¬ 
cial paper, leaving a temporarily higher amount of longer 
term fixed-rate debt in the funding portfolio. Fixed rate fund¬ 
ing comprised 86% of the total funding at year-end 1993. 

The Company intends to refinance 1994 and 1995 matu¬ 
rities with a greater portion of floating rate instruments, 
which in the prevailing interest rate environment will allow it 
to reduce funding costs. 


Maturing Fixed Rate Funding 



1994 1995 


Includes Securitization 
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Sears, Roebuck and Co. 

Consolidated Statements of Financial Position 


December 31 

millions 

1993 

1992 

Assets 

Investments (note 7) 

Fixed income securities 

Available for sale, at market value in 1993 and lower of amortized cost or market 
value in 1992 (amortized cost $28,549.3 in 1993; market value $15,379.5 in 
1992) 

$30,954.6 

$14,412.0 

Held to maturity, at amortized cost (market value $8,857.3 and $18,930.6) 

7,933.1 

17,731.2 


38,887.7 

32,143.2 

Equity securities, at market value (cost $3,625.7 and $3,211.8) 

4,554.7 

3,845.4 

Mortgage loans 

3,563.2 

3,700.8 

Real estate 

2,720.3 

2,486.9 

Total investments 

49,725.9 

42,176.3 

Receivables 

Retail customer 

15,905.6 

13,877.6 

Insurance premium installments 

1,963.8 

1,867.6 

Other 

2,298.8 

2,508.9 

Total receivables 

20,168.2 

18,254.1 

Cash and invested cash 

1,863.6 

2,626.5 

Merchandise inventories 

3,518.0 

4,047.9 

Property and equipment, net 

5,528.8 

5,482.7 

Deferred income taxes (note 8) 

2,360.8 

3,473.8 

Other assets 

5,361.0 

5,427.3 

Net assets of discontinued operations (note 3) 

— 

3,086.0 

Separate Accounts 

2,281.5 

916.0 

Total assets 

$90,807.8 

$85,490.6 

Liabilities 

Insurance reserves 

$37,444.0 

$35,888.5 

Long-term debt (note 10) 

12,926.2 

13,735.2 

Short-term borrowings (note 10) 

4,928.5 

4,607.8 

Unearned revenues 

7,008.6 

6,771.5 

Postretirement benefits (note 9) 

3,305.1 

3,181.4 

Restructuring reserves (note 4) 

1,006.7 

2,159.7 

Accounts payable and other liabilities 

7,909.1 

7,163.1 

Separate Accounts 

2,281.5 

916.0 

Total liabilities 

76,809.7 

74,423.2 

Minority interest 

2,334.0 

294.2 

Commitments and contingent liabilities (notes 11, 12, 14, 15, 16) 

Shareholders’ equity (note 14) 

Preferred shares ($ 1 par value, 50 shares authorized) 

8,88% Preferred Shares, First Series (3.25 shares issued and outstanding) 

325.0 

325.0 

Series A Mandatorily Exchangeable Preferred Shares (7.1875 shares issued and 
outstanding) 

1,236.3 

1,236.3 

Common shares ($.75 par value, 1,000 shares authorized, 350.8 and 

345.8 shares outstanding) 

293.8 

290.6 

Capital in excess of par value 

2,353.8 

2,194.6 

Retained income 

8,162.8 

8,772.2 

Treasury stock (at cost) 

(1,703.5) 

(1,734.3) 

Deferred ESOP expense (note 9) 

(614.3) 

(699.8) 

Unrealized net capital gains (note 7) 

1,674.0 

428.0 

Cumulative translation adjustments 

(63.8) 

(39.4) 

Total shareholders’ equity 

11,664.1 

10,773.2 

Total liabilities and shareholders’ equity 

$90,807.8 

$85,490.6 

See accompanying notes and the summarized Group financial statements. 
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Sears, Roebuck and Co. 





Analysis of Consolidated Financial Condition continued 


Funding Profile 


Funding by Business at Year-End 1993 


Total Funding: 
$23.3 



The $23.3 billion net funding portfolio at year-end 1993 was 
used primarily to fund the Company’s $20.4 billion of gross 
domestic SearsCharge receivables. International businesses in 
Canada and Mexico required $1.8 billion, primarily to fund 
credit operations. Allstate had $0.9 billion in debt financing, 
Homart had $1.6 billion. Corporate businesses required $0.6 
billion, and Merchandising had $0.2 billion. 



Funding Sources at Year-End 1993 

Senior 


Other 

Asset-Backed Unsecured 

Commercial Commercial 

Paper JO.0% Paper 11.1 % 


The Company accesses a variety of capital markets to 
preserve flexibility and diversify its funding sources. This 
broad access to the capital markets also allows the Company 
to effectively manage liquidity and repricing risk. Liquidity 
risk is the measure of the Company’s ability to fund maturi¬ 
ties and provide for the operating needs of its businesses. 
Repricing risk is the impact on net income due to changes in 
interest rates. To aid in the management of repricing risk, the 
Company uses off-balance-sheet instruments such as interest 
rate swaps and caps. 


The Company issues commercial paper through Sears 
Roebuck Acceptance Corp. (SRAC) and through Sears Credit 
Corp. (SCC). SRAC’s total commercial paper outstandings 
were $2.5, $8.5 and $10.2 billion at Dec. 31, 1993. 1992 and 
1991, respectively. The decrease in 1993 was due to lower 
funding needs to support continuing businesses and the pay- 
down of commercial paper from strategic repositioning pro¬ 
ceeds. The SRAC commercial paper program is rated P-2 by 
Moody’s, A-2 by Standard & Poor's, and D-l by Duff & 
Phelps. The SRAC program is supported by $4.0 billion in 
syndicated credit agreements and $200 million in uniform 
credit agreements under terms similar to the syndicated credit 
agreements. 

The commercial paper issued by SCC is collateralized 
by SearsCharge receivables, allowing the Company to 
broaden its investor base by accessing short-term investors 
that require the highest ratings on commercial paper pur¬ 
chases. At Dec. 31, 1993, SCC commercial paper outstandings 
were $1.8 billion supported by syndicated credit facilities of 
$2.9 billion. 

The Company uses a continuously-offered medium-term 
note program to average interest rates on a portion of its term 
senior unsecured financings. It also issues larger discrete se¬ 
nior debt offerings from time to time. Fixed rate intermediate 
term issuances for the Company in 1993 totaled $590.4 mil¬ 
lion with an effective annual cost of 5.87% and an average 
term of 5.7 years. In January 1994, the Company issued 
$300 million of 614% notes, due in 2004. The Company’s 
senior debt is rated Baal by Moody’s, BBB+ by Standard & 
Poor’s and A- by Duff & Phelps. 

The Allstate Corporation issued $850 million of senior 
debt securities in 1993 immediately following its initial pub¬ 
lic offering. The three-tranche offering was its first debt issu¬ 
ance ever, and resulted in an average cost of 6.66% and an 
average term of 11.2 years. Allstate’s senior debt is rated A2 
by Moody’s and A by Standard & Poor’s. 

The Company securitizes credit card receivables to ac¬ 
cess intermediate term investors in a cost-effective manner. 
These securities are rated in the highest category by the na¬ 
tional rating agencies. As of Dec. 31, 1993, there were 
$7.2 billion of investor certificates outstanding, which were 
backed by $5.2 billion of sold domestic retail customer receiv¬ 
ables and $2.0 billion of other investments. 


23 


















- Sears, Roebuck and Co. - 

Sears, Roebuck and Co. 

Consolidated Statements of Cash Flows Year Ended December 31 


millions 

1993 

1992 

1991 

Cash flows from operating activities 

Net income (loss) 

$ 2,374.4 

$ (3,932.3) 

$ 1,278.9 

Adjustments to reconcile net income (loss) to net cash provided by 
operating activities 

Depreciation, amortization and other noncash items 

861.1 

918.0 

901.7 

Cumulative effect of accounting changes 

— 

2,936.6 

— 

Restructuring charges 

— 

3,108.4 

— 

Provisions for uncollectible accounts 

821.9 

912.6 

850.5 

Gain on sales of subsidiaries’ stock 

(635.1) 

(91.4) 

— 

Gains on sales of property and investments 

(356.3) 

(157.4) 

(218.6) 

Increase in insurance reserves 

1,555.4 

4,221.0 

4,484.0 

Change in deferred income taxes 

205.1 

(2,889.8) 

(424.4) 

Decrease (increase) in retail customer receivables 

(2,868.0) 

(1,325.4) 

846.8 

Decrease (increase) in merchandise inventories 

513.8 

357.4 

(386.4) 

Increase in other operating assets 

(1,734.4) 

(1,136.4) 

(672.6) 

Increase in other operating liabilities 

1,345.0 

704.1 

1,105.2 

Net cash provided by operating activities 

2,082.9 

3,625.4 

7,765.1 

Cash flows from investing activities 

Proceeds from sales of subsidiaries’ stock 

2,287.1 

162.3 


Proceeds from sales of investments 

7,997.2 

6,771.8 

4,129.9 

Investment collections 

5,657.2 

3,086.7 

2,068.0 

Investment purchases 

(17,785.6) 

(12,338.1) 

(11,474.2) 

Proceeds from sales of property and equipment 

41.0 

27.8 

78.2 

Purchases of property and equipment 

(669.8) 

(966.9) 

(1,140.8) 

Discontinued operations—net 

810.9 

(669.8) 

(282.1) 

Net cash used in investing activities 

(1,662.0) 

(3,926.2) 

(6,621.0) 

Cash flows from financing activities 

Proceeds from long-term debt 

1,714.2 

1,617.8 

3,840.0 

Repayments of long-term debt 

(2,691.0) 

(1,901.7) 

(956.0) 

Increase (decrease) in short-term borrowings, primarily 90 days or less 

313.2 

(1.246.3) 

(2,989.7) 

Repayments from ESOP 

14.7 

10.4 

6.5 

Preferred shares issued 

— 

— 

315.1 

Mandatorily exchangeable preferred shares issued 

— 

1,204.6 

— 

Common shares issued for employee stock plans 

193.2 

81.4 

45.2 

Dividends paid to shareholders 

(727.0) 

(778.8) 

(687.3) 

Net cash used in financing activities 

(1,182.7) 

(1,012.6) 

(426.2) 

Effect of exchange rate changes on cash and invested cash 

( 1 . 1 ) 

(2.7) 

0.6 

Net increase (decrease) in cash and invested cash 

$ (762.9) 

$ (1,316.1) 

$ 718.5 

Cash and invested cash at beginning of year 

$ 2,626.5 

$ 3,942.6 

$ 3,224.1 

Cash and invested cash at end of year 

$ 1,863.6 

$ 2,626.5 

$ 3,942.6 


See accompanying notes and the summarized Group financial statements. 
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Sears, Roebuck and Co. 


Analysis of Consolidated Financial Condition continued 


Operating, Investing and Financing Activities 
Cash flows from operating activities consist primarily of net 
income adjusted for certain noncash expense items, including 
depreciation and the provision for uncollectible accounts, in¬ 
creases in insurance reserves and changes in receivables, 
inventories and deferred taxes. 

Cash provided by operations declined $1.54 billion in 
1993 compared to 1992. The decline was primarily due to the 
increase in retail customer receivables resulting from a de¬ 
crease in receivables sold through securitizations. Cash pay¬ 
ments in 1993 related to the restructuring reserve were 
mainly offset by the decrease in the corresponding deferred 
tax asset and the liquidation of exited businesses’ inventories. 

Cash provided by operations declined $4.14 billion in 
1992 compared to 1991. The decline was primarily due to 
insurance claim payments related to Hurricane Andrew and 
increases in retail customer receivables resulting from a de¬ 
crease in receivables sold through securitizations. These 
items were partially offset by a decrease in merchandise in¬ 
ventories, which was due to increased inventory liquidations 
on strong fourth quarter sales. 

The most significant investing activities in 1993 were 
the sales of subsidiaries’ stock, the growth of Allstate’s invest¬ 
ment portfolio and purchases of property and equipment. In¬ 
creases in Allstate’s investments were funded by insurance 
premium receipts, the sale of investment-oriented products, 
borrowings by The Allstate Corporation and a portion of the 
proceeds from the initial public offering of The Allstate Cor¬ 
poration. 


The Company's most significant investing activity in 
1992 was the growth of Allstate’s investment portfolio. In¬ 
creases in Allstate's investments were funded by insurance 
premium receipts and the sale of investment-oriented prod¬ 
ucts. Net cash used in investing activities declined in 1992 
primarily due to decreases in Allstate’s net investment activ¬ 
ity resulting from claim payments related to Hurricane An¬ 
drew and a decline in the sale of investment-oriented prod¬ 
ucts. 

In 1993, financing activities primarily consisted of the 
repayment of debt from proceeds of the Company’s strategic 
repositioning. Cash used in financing activities was also af¬ 
fected by an increased level of debt due to the increase in the 
amount of owned retail customer receivables, resulting from 
the decrease in receivables sold through securitizations. 

Cash used by financing activities increased in 1992 com¬ 
pared to 1991 primarily due to net reductions in both short¬ 
term and long-term debt with the use of invested cash. Addi¬ 
tionally, debt was reduced with the proceeds from the issu¬ 
ance of Series A Mandatorily Exchangeable Preferred Shares 
(PERCS) in the first quarter of 1992. 

The Company paid cash dividends of $1.70 per common 
share in 1993, the 58th consecutive year of payout. The pay¬ 
ment of common dividends is dependent upon the Company’s 
earnings and internal investment opportunities. 
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Sears, Roebuck and Co. 

Consolidated Statements of Shareholders’ Equity Year Ended December 31 



1993 

1992 

1991 

1993 

1992 

1991 

8.88% Preferred Shares, First Series (note 14) 
Balance, beginning of year 

Issued during year 

$ 325.0 

X millions 

$ 325.0 

$ 

325.0 

shares in thousands 

3,250.0 3,250.0 

3,250.0 

Balance, end of year 

$ 325.0 

$ 325.0 

$ 325.0 

3,250.0 

3,250.0 

3,250.0 

Series A Mandatorily Exchangeable 

Preferred Shares (note 14) 

Balance, beginning of year 

Issued during year 

$ 1,236.3 

$ 

1,236.3 

$ — 

7,187.5 

7,187.5 

— 

Balance, end of year 

$ 1,236.3 

$ 1,236.3 

$ 

7,187.5 

7,187.5 

— 

Common shares 

Balance, beginning of year 

Stock options exercised and other changes 

$ 290.6 

3.2 

$ 289.5 

1.1 

$ 289.1 

0.4 

387,514.3 

4,238.2 

386,056.9 

1,457.4 

385,512.0 

544.9 

Balance, end of year 

293.8 

290.6 

289.5 

391,752.5 

387,514.3 

386,056.9 

Capital in excess of par value 

Balance, beginning of year 

Stock options exercised and other changes 

2,194.6 

159.2 

2,153.4 

41.2 

2,137.9 

15.5 




Balance, end of year 

2,353.8 

2,194.6 

2,153.4 




Retained income 

Balance, beginning of year 

Net income (loss) 

Preferred share dividends (note 14) 

Common share dividends ($1.60, $2.00 
and $2.00 per share) 

Distribution of Dean Witter, 

Discover & Co. shares 

8,772.2 

2,374.4 

(136.7) 

(558.9) 

(2,288.2) 

13,514.3 

(3,932.3) 

(119.9) 

(689.9) 

12,927.1 

1,278.9 

(3.9) 

(687.8) 




Balance, end of year 

8,162.8 

8,772.2 

13,514.3 




Treasury stock (at cost) 

Balance, beginning of year 

Reissued under compensation plans 

(1,734.3) 

30.8 

(1,746.4) 

12.1 

(1,765.8) 

19.4 

(41,670.0) 

765.5 

(41,961.4) 

291.4 

(42,427.3) 

465.9 

Balance, end of year 

(1,703.5) 

(1,734.3) 

(1,746.4) 

(40,904.5) 

(41,670.0) 

(41,961.4) 

Deferred ESOP expense (note 9) 

Balance, beginning of year 

Reductions 

(699.8) 

85.5 

(739.4) 

39.6 

(777.7) 

38.3 




Balance, end of year 

(614.3) 

(699.8) 

(739.4) 




Unrealized net capital gains (notes 2 and 7) 
Balance, beginning of year 

Net increase 

428.0 

1,246.0 

365.5 

62.5 

(12.9) 

378.4 




Balance, end of year 

1,674.0 

428.0 

365.5 




Cumulative translation adjustments 

Balance, beginning of year 

Net unrealized gain (loss) during year 

(39.4) 

(24.4) 

26.3 

(65.7) 

26.1 

0.2 




Balance, end of year 

(63.8) 

(39.4) 

26.3 




Total common shareholders’ equity 
and shares outstanding 

$ 10 , 102.8 

$ 9,211.9 

$13,863.2 

350,848.0 

345,844.3 

344,095.5 

Total shareholders’ equity 

$11,664.1 

$10,773.2 

$14,188.2 




Sec accompanying notes. 



































Sears, Roebuck and Co. 


Notes to Consolidated Financial Statements 


1. Summary of significant accounting policies 
Basis of presentation 

The consolidated financial statements include the accounts of 
Sears, Roebuck and Co. and all significant domestic and inter¬ 
national companies in which the Company has more than a 
50% equity ownership. Investments in companies in which 
the Company has a 20% to 50% ownership are accounted for 
using the equity method. 

Included as an integral part of the consolidated financial 
statements on pages 52 and 53 is the summary of business 
group data and, beginning on page 39, separate summarized 
financial statements of the Company's business groups. Sears 
Merchandise Group and Allstate Insurance Group (Allstate). 
Dean Witter, Discover & Co. (Dean Witter) and the Cold well 
Banker Residential Services businesses are presented as dis¬ 
continued operations. Although not a part of the financial 
statements, also included with the consolidated statements 
and the summarized group statements are unaudited analyses 
of operations and financial condition and a ten-year summary 
of consolidated financial data. 

Certain reclassifications have been made in the 1992 and 
1993 financial statements to conform to current accounting 
classifications. 

Investments 

Fixed income securities which the Company has the ability 
and intent to hold to maturity are carried at amortized cost. 
Fixed income securities which are available for sale and 
equity securities are carried at market value. The difference 
between amortized cost and market value, less deferred in¬ 
come taxes, a portion of deferred policy acquisition costs and 
minority interest, is reflected as a component of shareholders’ 
equity. Provisions are made to write down the value of fixed 
income securities for declines in value that are other than tem¬ 
porary. Mortgage loans are carried at outstanding principal 
balance, net of unamortized premium or discount and valua¬ 
tion reserves. Valuation reserves are based on the estimated 
uncollectible amounts, considering the cash flows and esti¬ 
mated fair value of the underlying collateral, borrower finan¬ 
cial strength and other factors. 

Accrual of income is suspended for fixed income 
securities and mortgage loans that are in default or when the 
receipt of interest payments is in doubt. Realized capital gains 
and losses are determined on a specific identification basis. 

Real estate 

Operating properties are carried at cost net of accumulated 
depreciation. Properties are carried at the lower of cost or net 
realizable value when the Company no longer plans to retain 
the properties. Real estate acquired through foreclosure and 
held for sale is carried at the lower of fair value or depreci¬ 
ated cost, less a valuation allowance for estimated selling 
expenses. 


Retail customer receivables 

Retail customer receivables at Dec. 31, 1993 include approxi¬ 
mately $6.4 billion of domestic accounts and $309.9 million of 
Canadian accounts which will not become due within one 
year. These receivables are expected to earn finance charge rev¬ 
enue at annual percentage rates ranging from 8.0% to 21.0% 
for domestic accounts and 28.8% for Canadian accounts. 

Retail customer receivables are shown net of an allow¬ 
ance for uncollectible accounts. When receivables are 
securitized and sold with recourse, the portion of the allow¬ 
ance for uncollectible accounts pertaining to such receivables 
is transferred to a recourse liability at the date of sale. Fac¬ 
tors such as prior account loss experience, changes in the vol¬ 
ume of the account portfolio and overall portfolio quality are 
considered in determining the allowance and the recourse 
liability. 

Property and equipment 

Property and equipment is stated at cost less accumulated de¬ 
preciation. Depreciation is provided principally by the 
straight-line method over the estimated useful lives of the 
related assets. 

Inventories 

Inventories of domestic operations are valued primarily at the 
lower of cost (using the last-in, first-out or LIFO method) or 
market by application of internally developed price indices to 
estimate the effects of inflation in inventories. 

The LIFO adjustment to cost of sales was a charge of 
$5.3 million in 1993, compared with an $18.4 million credit 
and a $25.5 million charge in 1992 and 1991, respectively. 
Partial liquidation of inventories valued under the LIFO 
method in all three years resulted in credits of $74.0, $39.0 
and $13.3 million in 1993, 1992 and 1991, respectively. If 
the first-in, first-out (FIFO) method of inventory valuation 
had been used instead of the LIFO method, inventories would 
have been $743.7 and $738.4 million higher at Dec. 31, 1993 
and 1992, respectively. 

Inventories of international operations. Western Auto 
and Puerto Rico, which represent approximately 19% of in¬ 
ventories, are stated at the lower of cost (using the first-in, 
first-out or FIFO basis) or market. 

Cash and invested cash 

Cash and invested cash is defined to include all highly liquid 
investments with maturities of three months or less. 

Income taxes 

The consolidated federal income tax return of Sears, Roebuck 
and Co. includes results of the domestic operations of both 
the continuing business groups and discontinued operations. 
Tax liabilities and benefits are allocated as generated by the 
respective businesses, whether or not such benefits would be 
currently available on a separate return basis. 
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Sears, Roebuck and Co. 

Notes to Consolidated Financial Statements continued 


Property-liability insurance accounting 

Premiums are deferred and earned on a pro rata basis over 

the terms of the policies. 

Certain costs of acquiring insurance business, principally 
agents’ compensation and premium taxes, are deferred and 
amortized to income as premiums are earned. Future invest¬ 
ment income is considered in determining the recoverability 
of deferred policy acquisition costs. 

The reserve for claims and claims expense is the esti¬ 
mated amount necessary to settle both reported and unre¬ 
ported claims of insured losses, based upon the facts in each 
case and the Company’s experience with similar cases. Esti¬ 
mated amounts of salvage and subrogation are deducted from 
the reserve for claims and claims expense. 

Reserves for claims and claims expense are established 
in the aggregate and are expected to be adequate to cover the 
ultimate net cost of reported and unreported claims arising 
from losses which had occurred by that date. Such reserves 
are based on estimates and the ultimate net cost may vary 
from such estimates. These estimates are reviewed regularly 
and updated using the most current information available. 

Any resulting adjustments are reflected in current operations. 

On a statutory basis, capital of the property-liability op¬ 
erations was $7.15 and $4.77 billion at Dec. 31, 1993 and 
1992, respectively. Statutory net income (loss) of the proper¬ 
ty-liability operations was $1.12 and $(1.06) billion and 
$244.5 million for 1993. 1992 and 1991, respectively. 

Life insurance accounting 

The Company writes traditional life, accident and disability 
insurance. The Company also writes long-duration insurance 
contracts with terms that are not fixed and guaranteed and 
single premium life insurance contracts, which are considered 
universal life-type contracts. The Company also sells long-du¬ 
ration contracts that do not involve significant risk of policy¬ 
holder mortality or morbidity (principally single and flexible 
premium annuities, guaranteed investment contracts and struc¬ 
tured settlement annuities, when sold without life contingen¬ 
cies) which are considered investment contracts. Limited pay¬ 
ment contracts (policies with premiums paid over a period 
shorter than the contract period) primarily consist of group 
annuities and structured settlement annuities, when sold with 
life contingencies. 

Premiums for traditional life insurance are recognized as 
revenue when due. Accident and disability premiums are 
earned on a pro rata basis over the policy period. Revenues 
on universal life-type contracts are comprised of contract 
charges and fees and are recognized when assessed against 
the policyholder account balance. Revenues on investment 
contracts include contract charges and fees for contract admin¬ 
istration and surrenders. These revenues are recognized when 
levied against the contract balances. Gross premium in excess 


of the net premium on limited payment contracts are deferred 
and recognized over the contract period. 

Reserve for life insurance policy benefits, which relates 
to traditional life, structured settlement annuities with life con¬ 
tingencies, disability and accident insurance, is computed on 
the basis of assumptions as to future investment yields, mor¬ 
tality, morbidity, terminations and expenses. These assump¬ 
tions, which for traditional life are applied using the net level 
premium method, include provisions for adverse deviation 
and generally vary by such characteristics as plan, year of 
issue and policy duration. Reserve interest rates generally 
range from 4.0% to 9.5%. Policy benefit reserves for accident 
insurance include claim reserves and unearned premium. 

Contractholder funds are reserves for universal life-type 
and investment contracts. Reserves for these contracts are 
equal to the account balance that accrues to the benefit of the 
contractholder. 

Certain costs of acquiring insurance business, principally 
agents’ compensation, certain underwriting costs and direct 
mail solicitation expenses, are deferred and amortized to in¬ 
come. For traditional life, limited payment contracts and acci¬ 
dent and disability, these costs are amortized in proportion to 
the estimated revenues on such business. For universal life- 
type and investment contracts, the costs are amortized in rela¬ 
tion to the present value of estimated gross profits on such 
business. Changes in the amount or timing of estimated gross 
profits will result in adjustments in the cumulative amortiza¬ 
tion of these costs. To the extent that unrealized gains or 
losses on available for sale securities would result in an ad¬ 
justment of deferred policy acquisition costs had those gains 
or losses actually been realized, the related unamortized de¬ 
ferred policy acquisition costs are recorded as a reduction 
of the unrealized gains or losses included in shareholders’ 
equity. 

On a statutory basis, capital of the life operations was 
$1.19 and $1.0 billion at Dec. 31, 1993 and 1992, respective¬ 
ly. Statutory net income of the life operations was $89.3, 
$195.5 and $161.7 million for 1993, 1992 and 1991, respec¬ 
tively. 

Separate Accounts 

The Company issues flexible premium deferred variable annu¬ 
ity contracts, the assets and liabilities of which are legally 
segregated as assets and liabilities of the Separate Accounts. 
The assets of the Separate Accounts are carried at market 
value. Investment income and gains and losses of the Sepa¬ 
rate Accounts accrue directly to the contractholders and are 
therefore not included in the Company’s operating results. 
Revenues to the Company from the Separate Accounts con¬ 
sist of administration fees and mortality and expense risk 
charges. 
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Sears, Roebuck and Co. 


Notes to Consolidated Financial Statements continued 


Sale of subsidiary’s stock 

Gains or losses are recognized on the sale of a subsidiary's 
stock based on the difference between the offering price and 
the Company’s carrying amount of such stock, unless the sale 
is part of a broader corporate reorganization. 

Earnings (loss) per common share 
Earnings (loss) per common share is computed based on the 
weighted average number of common and common equiva¬ 
lent shares (dilutive stock options) outstanding and after ad¬ 
justment for dividends of $28.9 million in 1993 and 1992, 
and $3.9 million in 1991, on the 8.88% Preferred Shares. The 
Series A Mandatorily Exchangeable Preferred Shares are con¬ 
sidered common stock due to their mandatory conversion into 
common stock and the dividends thereon are not deducted 
from net income for purposes of calculating earnings (loss) 
per common share. 

2. Accounting changes 

Effective Jan. 1, 1993, the Company adopted Statement of 
Financial Accounting Standards (SFAS) No. 113, 
“Accounting and Reporting for Reinsurance of Short- 
Duration and Long-Duration Contracts.’’ SFAS No. 113 
establishes the conditions required for a contract to be 
accounted for as reinsurance, prescribes accounting and 
reporting standards for those contracts and requires that rein¬ 
surance recoverables, previously reported as a reduction of 
insurance reserves, be reported as assets. The adoption of this 
statement had no significant impact on net income in 1993. 
Prior year assets and liabilities have been retroactively 
restated, increasing assets and liabilities by $1.96 billion at 
Dec. 31, 1992. 

Effective Dec. 31, 1993, the Company adopted SFAS 
No. 115, “Accounting for Certain Investments in Debt and 
Equity Securities.’’ SFAS No. 115 requires securities that are 
available for sale be carried at market value, with changes in 
net unrealized gains and losses recorded directly to sharehold¬ 
ers' equity. Previously, fixed income securities classified as 
available for sale were carried at the lower of amortized cost 
or market value, determined in the aggregate. The adoption 
of SFAS No. 115 had no impact on net income, but increased 
shareholders’ equity by $1.18 billion at Dec. 31, 1993. 

Effective Jan. 1, 1992, the Company adopted SFAS No. 
106, “Employers’ Accounting for Postretirement Benefits 
Other than Pensions’’ and SFAS No. 112, “Employers’ 
Accounting for Postemployment Benefits,” for all domestic 
and foreign postretirement and postemployment benefit plans 
by immediately recognizing the transition amounts. The Com¬ 
pany previously expensed the cost of these benefits, which 
consist of health care and life insurance, as claims were 
incurred. 


3. Discontinued operations 

In March 1993, Dean Witter completed a primary initial pub¬ 
lic offering of 19.9% of its common stock. The Company did 
not recognize a gain on this transaction. On June 18, 1993, 
the Company's Board of Directors approved a tax-free spin¬ 
off of Dean Witter to the Company’s common shareholders. 
Sears common shareholders of record on June 28, 1993 re¬ 
ceived, effective June 30, 1993, .3903 shares of Dean Witter 
for each Sears common share owned. This transaction re¬ 
sulted in a noncash dividend to Sears common shareholders 
totaling $2.29 billion. 

In May 1993, the Company entered into separate agree¬ 
ments to sell the Coldwell Banker Residential business and 
the Sears Mortgage Banking operations. A $64.0 million af¬ 
ter-tax loss was recorded in the second quarter of 1993 primar¬ 
ily due to adverse income tax effects related to the sale of 
Sears Savings Bank. These sales were completed in the 
fourth quarter of 1993. 

The operating results of the discontinued operations are 
summarized below: 


Year Hnded December 31 

millions 

1993 

1992 

1991 

Dean Witter. Discover & Co. 




Revenues 

$2,832.2 

$3,233.1 

$4,942.0 

Income 

247.8 

434.3 

336.9 

Coldwell Banker Residential Services 




Revenues 

SI.203.7 

$1,523.4 

$1,392.2 

Income (loss) 

(7.7) 

73.6 

26.4 


4. Restructuring 

The Merchandise Group recorded a pretax charge in the 
fourth quarter of 1992 of $2.65 billion related to discon¬ 
tinuing its domestic catalog operations, offering a voluntary 
early retirement program to certain salaried associates, clos¬ 
ing unprofitable retail department and specialty stores, stream¬ 
lining or discontinuing various unprofitable merchandise lines 
and the writedown of underutilized assets to market value. 
Corporate also recorded a $23.8 million pretax charge related 
to offering termination and early retirement programs to 
certain associates. Additionally, Homart recorded a 
$326.6 million pretax writedown of land previously held for 
office development and selected office properties that were to 
be sold. 

During the first quarter of 1992, the Merchandise Group 
recorded a $106.0 million pretax charge for severance costs 
related to cost reduction programs for commission sales and 
headquarters staff in domestic merchandising. 

The Merchandise Group and Corporate restructuring 
charges and Homart property writedowns amounted to a 
combined after-tax expense of $1.95 billion in 1992. 
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Sears, Roebuck and Co. 

Notes to Consolidated Financial Statements continued 


5. Deferred policy acquisition costs 

Policy acquisition costs, deferred and amortized to income, 

were as follows: 



Year Ended December 31 

millions 

1993 1992 1991 


Property-liability operations 

Amount deferred 

$1,808.0 

$1,773.8 

$1,754.5 

Amount amortized to income 

1,802.5 

1,742.1 

1.715.7 

Life operations 

Amount deferred 

331.9 

246.8 

252.2 

Amount amortized to income 

355.3 

171.9 

104.1 


6. Reinsurance 

The Company assumes and cedes insurance to participate in 
the reinsurance market, limit maximum losses and minimize 
exposure on large risks. Reinsurance ceded arrangements do 
not discharge the Company as the primary insurer. 

The effects of reinsurance on premiums written and 
earned were as follows: 



Y ear Ended December 31 

millions 

1993 

1992 

1991 

Property-liability premiums written 

Direct 

$16,194.0 

$15,652.1 

$14,903.3 

Assumed 

857.4 

859.9 

760.4 

Ceded 

(436.9) 

(500.6) 

(401.9) 

Property-liability premiums written. 

net of reinsurance 

$16,614.5 

$16,011.4 

$15,261.8 

Property-liability premiums earned 

Direct 

$15,922.6 

$15,383.1 

$14,776.2 

Assumed 

831.2 

834.8 

771.6 

Ceded 

(430.4) 

(480.0) 

(400.8) 

Property-liability premiums earned, 

net of reinsurance 

$16,323.4 

$15,737.9 

$15,147.0 

Life insurance premiums and contract charges 

Direct $ 1,120.1 

$ 1,555.6 

$ 1,214.8 

Assumed 

5.6 

10.1 

10.1 

Ceded 

(46.8) 

(38.1) 

(28.0) 

Life insurance premiums and con- 

tract charges, net of reinsurance 

$ 1,078.9 

$ 1,127.6 

$ 1,196.9 


The recoverable amounts at Dee. 31, 1993 and 1992 in¬ 
clude $117.1 and $150.9 million related to losses paid by the 
Company and billed to reinsurers and $1.80 and $1.83 billion 
estimated by the Company with respect to unpaid losses 
which are not billable until the losses are paid. Amounts re¬ 
coverable are regularly evaluated by the Company and re¬ 
serves are provided when collection is in doubt. Reserves for 
uncollectible reinsurance were $110.2 and $122.4 million at 
Dec. 31, 1993 and 1992, respectively. 

Amounts recoverable from pools, associations and facili¬ 
ties included above were $339.4 and $340.9 million at Dec. 
31, 1993 and 1992, respectively. No amount due or estimated 
due from any one reinsurer was in excess of $132.2 and 
$114.0 million at Dee. 31, 1993 and 1992, respectively. 


7. Investments 


The amortized cost and market value of fixed income 
securities were as follows: 

millions 



December 31, 1993 

Available for sale 

Amortized 

Cost 

Gross Unrealized 

Market 

Value 

Gains 

(Losses) 

U.S. Government 





and agencies 

$ 780.7 

$ 47.2 

$ (2.6) 

$ 825.3 

Municipal 

15,670.4 

1,816.8 

(12.5) 

17,474.7 

Corporate 

5.900.6 

385.6 

(31.6) 

6,254.6 

Foreign government 

363.9 

16.5 

(5.1) 

375.3 

Mortgage-backed 





securities 

5,625.4 

208.6 

(19.6) 

5,814.4 

Redeemable pre- 





ferred stock 

208.3 

3.8 

(1.8) 

210.3 

Total 

$28,549.3 

$2,478.5 

$(73.2) 

$30,954.6 

Held to maturity 

U.S. Government 





and agencies 

$ 853.4 

$ 160.5 

$ (8.4) 

$ 1,005.5 

Corporate 

6,198.1 

688.6 

(11.4) 

6,875.3 

Foreign government 

1.0 

0.1 

=■ 

1.1 

Mortgage-backed 





securities 

880.6 

95.8 

(1.0) 

975.4 

Total 

$ 7,933.1 

$ 945.0 

$(20.8) 

$ 8,857.3 


millions 



December 31,1992 


Amortized 

Gross Unrealized 

Market 

Available for sale 

Cost 

Gains 

(Losses) 

Value 

U.S. Government 





and agencies 

$ 585.8 

$ 12.4 

$ (0.2) 

$ 598.0 

Municipal 

9,483.5 

845.2 

(8.2) 

10,320.5 

Corporate 

1,583.6 

84.4 

(25.5) 

1,642.5 

Foreign government 

26.0 

0.2 

(0.3) 

25.9 

Mortgage-backed 





securities 

2,510.9 

111.0 

(54.5) 

2,567.4 

Redeemable pre- 





ferred stock 

222.2 

3.6 

(0.6) 

225.2 

Total 

$14,412.0 

$1,056.8 

$(89.3) 

$15,379.5 

Held to maturity 

U.S. Government 





and agencies 

$ 425.1 

$ 45.0 

$ (1.0) 

$ 469.1 

Municipal 

5,142.1 

345.1 

(22.5) 

5,464.7 

Corporate 

8,461.4 

669.5 

(26.2) 

9,104.7 

Foreign government 

270.1 

11.1 

(1-2) 

280.0 

Mortgage-backed 





securities 

3,374.7 

188.3 

(6.2) 

3,556.8 

Redeemable pre- 





ferred stock 

57.8 

1.0 

(3.5) 

55.3 

Total 

$17,731.2 

$1,260.0 

$(60.6) 

$18,930.6 

The scheduled maturities for fixed income securities 

were as follows at Dec. 31, 1993: 




Available for Sale 

Held to Maturity 


Amortized 

Market 

Amortized 

Market 

Due in 

Cost 

Value 

Cost 

Value 

1 year or less 

$ 595.9 

$ 618.2 

$ 230.6 

$ 240.2 

1-5 years 

4,226.5 

4,573.2 

2,071.1 

2,220.8 

6-10 years 

6,284.0 

6,893.1 

1,838.8 

2,006.6 

After 10 years 

11,817.5 

13,055.7 

2,912.0 

3.414.3 


22,923.9 

25,140.2 

7,052.5 

7,881.9 

Mortgage-backed 





securities 

5,625.4 

5,814.4 

880.6 

975.4 

Total 

$28,549.3 

$30,954.6 

$7,933.1 

$8,857.3 































































Notes to Consolidated Financial Statements continued 


The proceeds from sales of investments in fixed income 
securities, excluding calls, and related gross capital realized 
gains and losses were as follows: 




Gross Realized 

Net Gains 

millions 

Proceeds 

Gains 

Losses 

on Sales 

Year Ended December 31, 1993 

Available for sale 

$5,753.5 

$193.0 

$(29.1) 

$ 163.9 

Held to maturity 

173.2 

4.1 

(0.1) 

4.0 

Total 

$5,926.7 

$197.1 

$(29.2) 

$ 167.9 

Year Ended December 31, 1992 

Held to maturity 

$5,156.5 

$224.5 

$(35.5) 

$ 189.0 

Year Ended December 31, 1991 

Held to maturity 

$2,376.6 

$ 73.2 

$(39.3) 

$ 33.9 


Unrealized capital gains and losses on fixed income se¬ 
curities available for sale and equity securities included in 
shareholders' equity at Dec. 31, 1993 were as follows: 


millions 

Amortized Market 
Cost Value 

Gross Unrealized 
Gains (Losses) 

Net 

Unrealized 

Gains 

Fixed income securi¬ 
ties available for 
sale 

$28,549,3 $30,954.6 

$2,478.5 

$ (73.2) 

$2,405.3 

Common stocks 

3,416.8 4,343.8 

968.6 

(41.6) 

927.0 

Preferred stocks 

208.9 210.9 

3.2 

(1.2) 

2.0 


$32,175.0 $35,509.3 

$3,450.3 

$(116.0) 

$3,334.3 

Deferred income taxes, deferred policy acquisition costs 
and minority interest 


1,660.3 

Total 




SI,674.0 


The change in unrealized capital gains and losses, net of 
applicable income taxes, deferred policy acquisition costs and 
minority interest, for fixed income securities and equity secu¬ 
rities carried at market value was an increase of $1.25 billion, 
$62.5 and $378.4 million for the years ended Dec. 31, 1993, 
1992 and 1991, respectively. The change in net unrealized 
capital gains and losses on fixed income securities carried at 
amortized cost or the lower of amortized cost or market value 
was a decrease of $1.24 billion and $73.5 million for the 
years ended Dec. 31, 1993 and 1992, respectively, and an 
increase of $1.78 billion for the year ended Dec. 31, 1991. 

Investment income by investment type for Allstate was 
as follows: 


Year Ended December 31 

millions 

1993 

1992 

1991 

Fixed income securities 

$2,819.6 

$2,735.1 

,$2,454.4 

Equity securities 

112.4 

100.4 

80.7 

Mortgage loans 

353.4 

331.2 

358.2 

Other 

113.2 

91.9 

148.5 

Investment income, before expense 

3.398.6 

3,258.6 

3.041.8 

Investment expense 

74.9 

58.1 

40.4 

Investment income, less investment 
expense 

$3,323.7 

$3,200.5 

$3,001.4 


Allstate realized capital gains and losses on investments 
were as follows: 


Year Ended December 31 

millions 

1993 

1992 

1991 

Fixed income securities 

$ 136.9 

$ 215.7 

$ 16.8 

Equity securities 

180.1 

112.3 

51.1 

Other investments 

(96.7) 

(165.9) 

(63.0) 

Realized capital gains 

220.3 

162.1 

4.9 

Income taxes 

77.1 

55.1 

1.7 

Realized capital gains, net of tax 

$ 143.2 

$ 107.0 

$ 3.2 


The pretax income effect of provisions for investment 
losses, principally provisions for other than temporary 
declines in value on fixed income securities and valuation 
reserves on mortgage loans were $252.8, $269.9 and 
$168.9 million in 1993, 1992 and 1991, respectively. 

Valuation reserves on mortgage loans and real estate 
were $93.1 and $145.8 million at Dec. 31, 1993 and 1992, 
respectively. 

8. Income taxes 


Income (loss) before income taxes (benefit), minority interest 
and equity income was as follows: 


Year Ended December 31 

millions 

1993 1992 1991 

Domestic 

$ 2,896.6 S (4,626.2) $ 788.6 

Foreign 

50.2 (62.6) 75.2 

Total 

$ 2,946.8 $ (4,688.8) S 863.8 


Federal, state and foreign 

taxes were as 

follows: 


Year Ended December 31 

millions 

1993 

1992 

1991 

Federal income tax 




Current 

$181.2 

$ (454.4) 

$ 307.) 

Deferred 

143.6 

(1.458.5) 

(388.0) 

State income tax 




Current 

(3.4) 

(15.5) 

32.3 

Deferred 

59.5 

(167.3) 

(17.4) 

Foreign income tax 




Current 

11.5 

(3.8) 

(4.8) 

Deferred 

8.5 

(14.5) 

32.3 

Income tax provision (benefit) 

$ 400.9 

S(2,l 14.0) 

$ (38.5) 
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Notes to Consolidated Financial Statements continued 


A reconciliation of the statutory federal income tax rate 
to the effective rate was as follows: 


Year Ended December 31 



1993 

1992 

1991 

Statutory federal income tax rate (benefit) 

35.0% 

(34,0)% 

34.0% 

State income taxes, net of federal income taxes 

1.2 

(2.6) 

1.1 

Tax-exempt income 

(12.1) 

(8-3) 

(43.9) 

Dividends received exclusion 

Gain on The Allstate Corporation initial public 

(0.7) 

(0.5) 

(2.5) 

offering 

Deferred income taxes adjustment for rate 

(7.5) 

— 

— 

change 

(3-0) 

— 

— 

Other 

0.7 

0.3 

6.8 

Effective income tax rate (benefit) 

13.6% 

(45.1)% 

(4.5 f/c 


9. Benefit plans 

Expenses for retirement and savings-related benefit plans 
were as follows: 


Year Ended December 31 

millions 

1993 

1992 

1991 

Savings and Profit Sharing Fund of Sears 




Employees 




Defined Contribution 

$127.7 

$ 0.6 

$ 58.6 

Additional ESOP expense (benefit) 

(23.1) 

68.2 

29.6 

Pension plans 

44.9 

94.6 

43.2 

Retiree insurance benefits 

312.1 

300.9 

154.7 

Other plans 

18.2 

18.2 

15.5 

Total 

$479.8 

$482.5 

$301.6 


Deferred taxes were recorded based upon differences 
between the financial statement and tax bases of assets and 
liabilities and available tax carryforwards. The following 
deferred taxes were recorded: 


December 31 

Assets/(Liabilities) to millions 

1993 

1992 

Insurance loss reserves 

$ 993.4 

$ 913.8 

Unearned maintenance income 

336.3 

322.5 

Loan loss reserves 

346.4 

318.6 

Unearned insurance premiums 

422.2 

393.7 

Alternative minimum tax credit 

451.9 

419.5 

Postretirement benefit liability 

1,304.1 

1,267.2 

Restructuring reserves 

399.7 

839.2 

Other deferred tax assets 

1,012.8 

778.4 

Fixed assets 

(449.5) 

(346.1) 

Policy acquisition costs 

(499.1) 

(466.3) 

Prepaid pension 

(182.9) 

(156.5) 

LIFO 

(133.7) 

(103.7) 

Unrealized securities gains 

(1,120.3) 

(215.6) 

Other deferred tax liabilities 

(520.5) 

(490.9) 

Total 

$2,360.8 

$3,473.8 


U.S. income and foreign withholding taxes were not pro¬ 
vided on certain unremitted earnings of international affiliates 
which the Company considers to be permanent investments. 
The cumulative amount of unremitted income for which taxes 
have not been provided totaled $433.6 million at Dec. 31, 
1993. Upon remittance of these earnings, taxes of $205.9 mil¬ 
lion would be paid. 

Income taxes of $(475.3), $248.2 and $342.2 million 
were (refunded) paid in 1993, 1992 and 1991, respectively. 
The Company has $451.9 million of tax credits that can be 
carried forward indefinitely resulting from alternative mini¬ 
mum tax payments. Net operating loss carryforwards from 
Canadian operations of $90.6 and $47.7 million will expire in 
years 1999 and 2000, respectively. 


Profit Sharing Fund 

Most domestic employees are eligible to become members of 
The Savings and Profit Sharing Fund of Sears Employees 
(the Fund). The Company contributes up to 35% of eligible 
deposits by Fund participants, and at the Company’s discre¬ 
tion an additional contribution of up to 35% of eligible depos¬ 
its. Total Company contributions cannot exceed 6% of consol¬ 
idated income, as defined, before federal income taxes and 
profit sharing contributions. Contributions are allocated to par¬ 
ticipating companies based on eligible deposits made by their 
employees. 

Beginning in 1994, Company contributions will be calcu¬ 
lated separately for Allstate employees and for employees of 
other participating companies. The Company contribution 
will be based on 6% of consolidated income of Allstate as 
defined for Allstate employees and 6% of consolidated in¬ 
come as defined for the remaining participating companies 
for all other employees. Company contributions will be lim¬ 
ited to 70% of eligible deposits. 

The Fund includes an Employee Stock Ownership Plan 
(the ESOP) to prefund a portion of the Company’s antici¬ 
pated contribution through 2004. The Company loaned the 
ESOP $800 million which it used to purchase 21.9 million 
(increased to 27.2 million as a result of the Dean Witter spin¬ 
off) Sears common shares in the open market. The loan is 
repaid with dividends on ESOP shares and Company contri¬ 
butions. The additional ESOP expense (benefit) included 
in the benefit plan expense table above was computed as 
follows: 



Year Ended December 31 

millions 

1993 

1992 

1991 

Interest expense recognized by ESOP 

$ 70.7 

$ 72.0 

$ 73.0 

Less dividends accrued on ESOP shares 

(40.0) 

(46.2) 

(46.9) 

Cost of shares allocated to employees and 
plan expenses 

71.2 

42.4 

42.4 


101.9 

68.2 

68.5 

Reduction of Defined Contribution due to 
ESOP 

(125.0) 


(38.9) 

Additional ESOP expense (benefit) 

$ (23.1) 

$ 68.2 

$ 29.6 


The Company contributed $45.3, $36.3 and $32.6 million to 
the ESOP in 1993, 1992 and 1991, respectively. 


32 




































Sears, Roebuck and Co. 





Notes to Consolidated Financial Statements continued 


Pension plans 

Substantially all domestic full-time and certain part-time 
employees are eligible to participate in noncontributory 
defined benefit plans after meeting age and service require¬ 
ments. Substantially all Canadian employees are eligible to 
participate in contributory defined benefit plans. Pension 
benefits are based on length of service, compensation and, in 
certain plans. Social Security or other benefits. Funding for 
the various plans of the Company is determined using various 
actuarial cost methods, and amounted to $134.4, $127.4 and 
$92.1 million for 1993, 1992 and 1991, respectively. 

Pension expense was comprised of the following: 


Year Ended December 3 3 

millions 

1993 

1992 

1991 

Benefits earned during the period 

S 177.2 S 

192.5 

S 205.2 

Interest on projected benefit obligation 

417.9 

394.7 

395.7 

Actual return on plan assets 

(807.6) 

(330.6) 

(1,070.1) 

Net amortization and deferral 

257.4 

(162.0) 

512.4 

Pension expense 

$ 44.9 $ 

94.6 

$ 43.2 


The weighted average discount rate and rate of increase 
in compensation used in determining the actuarial present 
value of the projected benefit obligations were 7.5% and 
4.5% in 1993, 8.5% and 5.5% in 1992 and 8.75% and 5.5% 
in 1991. The expected long-term rate of return on plan assets 
used in determining net periodic pension cost was 9.5% in 
1993, 1992 and 1991. 

The plans’ funded status was as follows: 

December 31 


3993 1992 


millions 

Assets 

exceed 

accumu¬ 

lated 

benefits 

Accumu¬ 

lated 

benefits 

exceed 

assets 

Assets 

exceed 

accumu¬ 

lated 

benefits 

Accumu¬ 

lated 

benefits 

exceed 

assets 

Actuarial present value of benefit 
obligations 

Vested benefit obligation 

$4,620 

$ 151 

$3,837 

$ 112 

Accumulated benefit 
obligation 

$4,920 

$ 169 

$4,221 

$ 124 

Projected benefit obligation 
(PBO) 

$5,719 

$ 260 

$4,991 

$ 214 

Plan assets at fair value, primar¬ 
ily publicly traded stocks 
and bonds 

5,618 


5,239 

6 

PBO less than (in excess of) plan 
assets 

(10!) 

(260) 

248 

(208) 

Unrecognized net loss 

888 

49 

482 

19 

Unrecognized prior service cost 

— 

19 

45 

4 

Unrecognized transitional (asset) 
obligation 

(197) 

1 

(282) 

1 

Adjustment required to recognize 
minimum liability 

— 

(33) 

— 

(16) 

Prepaid (accrued) pension 
cost in the Statement of 
Financial Positional Dec. 31 

S 590 

$(224) 

$ 493 

$(200) 


Included in the Company’s 1992 restructuring charges 
were pension termination costs of $232.9 million partially off¬ 
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set by curtailment gains of $75.3 million. In 1991. the 
Company recognized a pension curtailment gain of 
$16.1 million arising from the 1990 Merchandise Group 
restructuring. 

Retiree insurance benefits 

Sears, Roebuck and Co. and its subsidiaries provide certain 
health care and life insurance benefits for retired employees. 
Generally, qualified employees may become eligible for these 
benefits if they retire in accordance with the Company’s 
established retirement policy and are continuously insured un¬ 
der the Company’s group plans or other approved plans for 
10 or more years immediately prior to retirement. The 
Company shares the cost of the retiree medical benefits with 
retirees based on years of service. The Company’s share is 
subject to a 5% limit on annual medical inflation after retire¬ 
ment. The Company’s postretirement benefit plans are not 
funded. The Company has the right to modify or terminate 
these plans. Prior to 1992, the Company expensed the cost of 
these retiree benefits as claims were incurred. 


Postretirement benefit expense was comprised of the 
following: 


Year Ended December 31 

millions 

1993 

1992 

Benefits earned during the period 

Interest on accumulated postretirement 

$ 47.8 

$ 52.1 

benefit obligation 

264.3 

248.8 

Postretirement benefit expense 

$312.1 

$300.9 


Included in the Company’s 1992 restructuring charges 
were postretirement termination costs of $75.6 million and 
postretirement curtailment losses of $61.3 million. 

The plans’ funded status was as follows: 


December 31 

millions 

1993 

1992 

Accumulated postretirement benefit obligation 

Retirees 

Fully eligible active plan participants 

Other active plan participants 

$2,699 

355 

644 

$2,264 

381 

585 

Accumulated postretirement benefit obligation 
Unrecognized loss 

3.698 

393 

3.230 

49 

Accrued postretirement benefit cost in the Statement of 
Financial Position at Dec. 31 

$3,305 

$3,181 


The weighted average discount rate used in determining 
the accumulated postretirement benefit obligation was 7.5% 
in 1993 and 8 . 5 % in 1992. 

The weighted average health care cost trend rate used in 
measuring the postretirement benefit expense was 14% in 
1993 and 1992. The trend rate gradually declines to 7% in 
2007 and remains at that level thereafter. A one percentage 
point increase in the assumed health care cost trend rate for 
each year would increase the accumulated postretirement ben¬ 
efit obligation by $84.3 million and would increase the an¬ 
nual postretirement benefit expense by $11.9 million. 
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Sears, Roebuck & Co. 

Notes to Consolidated Financial Statements continued 


10. Borrowings 

Short-term borrowings consisted of: 


December 31 

millions 

1993 

1992 

Commercial paper 

$4,230.9 

$3,631.1 

Bank loans 

302.2 

445.0 

Agreements with bank trust departments 

139.8 

398.0 

Other loans (principally foreign) 

255.6 

133.7 

Total short-term borrowings 

$4,928.5 

$4,607.8 


At Dec. 31, 1993, the Company had credit agreements 
totaling $8.7 billion. SRAC’s credit facilities totaled $4.2 bil¬ 
lion, including $4 billion in syndicated credit agreements and 
$200 million in uniform credit agreements with individual 
banks. Sears Credit Corp. and Sears Canada, in support of 
asset-backed commercial paper, had $2.9 and $0.6 billion in 
credit lines, respectively. The Allstate Corporation had credit 
agreements totaling $1 billion. These syndicated and uniform 
credit agreements provide for loans at prevailing interest rates 
and mature at various dates through August 1997. The Com¬ 
pany pays commitment fees in connection with these credit 
agreements. 

The Company has utilized interest rate swaps and inter¬ 
est rate caps to reduce its interest rate risk. The Company had 
interest rate swap agreements which established fixed rates 
on $1.2 and $3.3 billion of short-term variable rate debt at 
Dec. 31, 1993 and 1992, resulting in weighted average inter¬ 
est rates of 8.8% and 9.1%, respectively. The weighted aver¬ 
age maturity of agreements in effect on Dec. 31, 1993 was 
approximately ten years. Interest rate caps are used to lock in 
a maximum rate if rates rise, but enable the Company to other¬ 
wise pay lower market rates. The Company had maximum 
weighted average interest rates of 7.7% on $900 million of 
debt at Dec. 31, 1993 and 9.1% on $800 million of debt at 
Dec. 31, 1992. The weighted average maturity of cap agree¬ 
ments in effect on Dec. 31, 1993 was approximately two 
years. 


Long-term debt was as follows: 


millions 

December 31 

Issue 

1993 

1992 

Sears, Roebuck and Co. 



7% to 12% Notes, due 1993 to 1999, 



9.0% weighted average rate at Dec. 31, 1993 

$ 2,230.9 

$ 2,630.9 

8.2% Extendable Notes, due 1999 

6% Debentures, $300 million face value, due 

30.6 

30.6 

2000, effective rate 14.8% 

7% Debentures, $300 million face value, due 

194.4 

184.8 

2001, effective rate 14.6%, retired 1993 

— 

188.6 

9.375% Debentures, due 2011 

3.81% Floating Rate—Put Premium Option Notes 

300.0 

300.0 

due 2021. retired 1993 

3.56% to 10.30% Medium-Term Notes, due 1993 

— 

200.0 

to 2021 

3,655.4 

4,085.8 

Capitalized lease obligations 

Sears DC Corp. 

43.3 

63.1 

3.24% to 9.26% Medium-Term Notes, due 1993 



to 2012 

2,147.8 

2,405.4 

Sears Overseas Finance N.V. (guaranteed by 



Sears, Roebuck and Co.) 

11%% Notes, due 1993 

Zero Coupon Bonds, $400 million face value, due 

— 

150.0 

1994, effective rate 12.8% 

Zero Coupon Bonds, $500 million face value, due 

381.8 

338.4 

1998, effective rate 12.0% 

300.0 

267.9 

The Allstate Corporation 



5%% and 6%% Notes, due 1998 and 2003 

600.0 

— 

l'/i% Debentures, due 2013 

Homart Development Co. 

250.0 

— 

4.13% to 8.39% Notes, due 1993 to 2003 

4.45% to 12.5% Mortgage Notes, due 1993 to 

185.2 

36.4 

2003 

696.2 

737.3 

Notes payable to banks 

Sears Canada Inc. 

190.0 

315.0 

9!4% to 1 P/4% Debentures, due 1994 to 2000 

356.9 

375.1 

Notes, mortgages, bonds and capitalized leases 

Sears Acceptance Co. Ltd. 

350.4 

288.5 

9%% to 15%% Secured Debentures, due 1993 to 



2000 

98.7 

188.5 

Other subsidiaries 



Participating mortgages, $850 million face value, 



due 2005, effective rate 8.7%, collateralized by 
Sears Tower and related properties 

835.2 

834.5 

Notes, mortgages and capitalized leases 

79.4 

114.4 

Total long-term debt 

$12,926.2 

$13,735.2 


During the second quarter of 1993, the Company 
recorded an extraordinary loss of $145.3 million after taxes 
($234.2 million pretax) related to the termination of interest 
rate swaps, which had previously converted short-term vari¬ 
able rate debt to fixed rate debt. A substantial portion of this 
debt was eliminated and the related interest rate swaps were 
terminated as part of the Company’s strategic repositioning. 

In the third quarter of 1993, the Company recorded an 
extraordinary loss of $65.5 million after taxes ($107.1 
million pretax) related to the call of the 7% deep-discount 
debentures due to mature Nov. 15, 2001. 
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As of Dec. 31, 1993, long-term debt maturities for the 
next five years were as follows: 


Year Ended December 31 

millions 

1994 

$2,66 1.1 

1995 

1.319.0 

1996 

1,366.1 

1997 

1,148.4 

1998 

1,980.2 


The Company’s continuing operations paid interest of 
$1.4, $1.4 and $1.5 billion in 1993, 1992 and 1991, 
respectively. Interest capitalized was $33.0, $48.5 and $43.2 
million for the years ended Dec. 31, 1993, 1992 and 1991. 

11. Leases 

The Company leases certain stores, office facilities, comput¬ 
ers and automotive equipment. 

Operating and capital lease obligations are based upon 
contractual minimum rates and, for certain stores, amounts in 
excess of these minimum rates are payable based upon speci¬ 
fied percentages of sales. Certain leases include renewal or 
purchase options. Operating lease rentals were $604.6, 

$773.9 and $737.4 million, including contingent rentals of 
$52.8, $47.5 and $32.0 million, for the years ended Dec. 31, 
1993, 1992 and 1991. 

Minimum fixed lease obligations, excluding taxes, insur¬ 
ance and other expenses payable directly by the Company, 
for leases in effect as of Dec. 31, 1993 were: 


millions 

Year Ended December 31 

Capital 

leases 

Operating 

leases 

1994 

$ 32.2 

$ 301.1 

1995 

31.5 

250.1 

1996 

30.5 

163.6 

1997 

29.9 

113.4 

1998 

28.9 

95.0 

After 1998 

380.6 

406.7 

Minimum payments 

533.6 

$1,329.9 

Executory costs (principally taxes) 

36.7 


Implicit interest 

313.5 



Present value of minimum lease payments, 
principally long-term $183.4 


12. Financial instruments 

In the normal course of business, the Company invests in 
various financial assets, incurs various financial liabilities and 
enters into agreements involving off-balance-sheet financial 
instruments. The fair value estimates of financial instruments 
presented below are not necessarily indicative of the amounts 
the Company might pay or receive in actual market transac¬ 
tions. Potential taxes and other transaction costs have also not 
been considered in estimating fair value. As a number of the 
Company’s significant assets, including inventories, property 
and equipment, real estate and deferred income taxes, and lia¬ 
bilities, including property-liability, universal life and tradi¬ 
tional life insurance reserves, are not considered financial in¬ 
struments, the disclosures below do not reflect the fair value 
of the Company as a whole. 

Financial assets 

The Company had the following financial assets: 

December 31 


1993 1992 


millions 

Carrying 

Value 

Fair 

Value 

Carrying 

Value 

Fair 

Value 

Fixed income securities 

$38,888 

$39,812 

$32,143 

$34,310 

Equity securities 

4,555 

4,555 

3,845 

3,845 

Mortgage loans 

3,563 

3,622 

3,701 

3,714 

Retail customer receivables 

15,906 

16,597 

13,878 

14,368 

Insurance premium installment 
receivables 

1,964 

1,964 

1,868 

1,868 

Other receivables 

2,299 

2,299 

2,509 

2,509 

Cash and invested cash 

1,864 

1,864 

2,627 

2.627 

Other 

2,635 

2,635 

1,272 

1.272 


Fair values for fixed income and equity securities are 
based on quoted market prices when available. Non-quoted 
fixed income securities are valued based on discounted cash 
flows using current interest rates for similar securities. 

Mortgage loans are valued based on discounted esti¬ 
mated cash flows or the estimated fair value of the under¬ 
lying collateral. Discount rates are selected using current 
rates at which similar loans would be made. 

Retail customer receivables are valued by discounting 
estimated cash flows. The estimated cash flows reflect the 
historical cardholder payment experience and are discounted 
at a risk-adjusted market rate. 

Insurance premium installment receivables and other 
financial assets are short-term in nature and as such, their 
carrying value approximates fair value. 
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Financial liabilities 

The Company had the following financial liabilities: 


December 31 


1993 


1992 


Carrying 

Fair 

Carrying Fair 

millions 

Value 

Value 

Value Value 


Comractholder funds on invest- 


ment contracts 

Long-term debt (excluding capi- 

$14,164 

$14,432 

$13,867 

$13,929 

talked leases) 

12,743 

13,784 

13,522 

14,107 

Short-term borrowings 

4,929 

4,929 

4,608 

4,608 

Other 

7,027 

7,027 

5,259 

5,259 


The fair value of contractholder funds on investment con¬ 
tracts is based on the terms of the underlying contracts. 

Funds related to contracts with no stated maturities are val¬ 
ued at the underlying fund balance less applicable surrender 
charges. The fair value of funds related to all other invest¬ 
ment contracts is estimated based on discounted cash flows 
using interest rates currently offered for contracts with simi¬ 
lar terms and durations. 

Long-term debt and other long-term financial liabilities 
are valued based on quoted market prices when available or 
discounted cash flows, using interest rates currently available 
to the Company on similar borrowings. Short-term borrow¬ 
ings and other short-term financial liabilities are valued at 
their carrying value. 

Off-balance-sheet financial instruments 
The Company is a party to off-balance-sheet financial instru¬ 
ments to manage market and interest rate risk. These finan¬ 
cial instruments involve, to varying degrees, elements of 
credit and interest rate risk in excess of amounts recognized 
in the statement of financial position. The Company does not 
require collateral or other security to support financial instru¬ 
ments with credit risk, unless noted otherwise. The Company 
had the following financial instruments with off-balance-sheet 
risk at Dec. 31, 1993 and 1992: 




Contract or 


Notional Amounts 

millions 

1993 

1992 

Securitized retail customer receivables 

S5J73 

$7,116 

Interest rate swaps 

1,501 

3,487 

Financial futures and forward contracts 

423 

538 

Commitments 

273 

286 


Securitized retail customer receivables with recourse rep¬ 
resent conditional commitments of the Company to guarantee 
performance to a third party. A portion of the securitized re¬ 
ceivables with recourse are collateralized by personal proper¬ 
ty. The Company’s credit risk exposure on securitized bal¬ 
ances was contractually limited to $616 and $680 million at 
Dec. 31, 1993 and 1992, respectively. 


The Company uses a variety of derivative instruments to 
manage interest rate risk. Interest rate swap transactions gen¬ 
erally involve the exchange of fixed and floating rate interest 
payment obligations without the exchange of the underlying 
notional amounts. The differential to be paid or received is 
accrued as interest rates change and is recognized over the 
life of the agreement. If a counterparty fails to meet the terms 
of a swap agreement, the Company’s exposure is limited to 
the interest rate differential over the remaining life of the con¬ 
tract. Under interest rate cap and floor contracts, the Com¬ 
pany receives payments if specified market interest rates rise 
above or fall below fixed cap or floor rates, respectively. The 
fair value of interest rate swaps, caps and floors are based on 
prices quoted from brokers. At Dec. 31, 1993 and 1992, the 
Company had net unrealized losses relating to such instru¬ 
ments of $400 and $357 million, respectively. 

Financial futures and forward contracts, primarily ex¬ 
change traded, are used by the Company to hedge its market 
or interest rate risk. Risks from futures and forward contracts 
arise from the possible inability of counterparties to meet the 
terms of their contracts and from movements in market val¬ 
ues and interest rates. Financial futures and forward contracts 
are valued based on quoted market prices. Gains and losses 
on futures and forward contracts designated and effective as 
hedges of market or interest rate exposure are deferred and 
recognized in income over the lives of the hedged assets or 
liabilities. The Company had a net unrealized gain on futures 
and forward contracts of $2 million at Dec. 31, 1993 and a 
net unrealized loss of $1 million at Dec. 31, 1992. 

In addition, the Company has outstanding commitments 
to extend mortgage loans and to make equity investments. 

The fair value of the mortgage commitments were $0.9 and 
$1.4 million at Dec. 31, 1993 and 1992, respectively, and it 
was not practicable to estimate the fair value of the equity 
commitments. 

13. Significant group concentrations of credit risk 
The Company invests in state and municipal bond holdings 
and grants credit to customers throughout the nation. The five 
states in which the Company had the largest amount of mort¬ 
gage loans, retail customer receivables, including those sold 
with recourse, and state and municipal bond holdings were as 
follows: 


December 31 

millions 

1993 

1992 

California 

$3,931 

$3,686 

Texas 

3,633 

3,399 

Florida 

3,201 

3,037 

Illinois 

2.513 

2,126 

New York 

2,390 

2,041 
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Sears, Roebuck and Co. 


Notes to Consolidated Financial Statements continued 


14. Shareholders’ equity 
Dividend payments 

Certain indentures relating to the long-term debt of Sears, 
Roebuck and Co., which represent the most restrictive con¬ 
tractual limitation on the payment of dividends, provide that 
the Company cannot take specified actions, including the dec¬ 
laration of cash dividends, which would cause its consoli¬ 
dated unencumbered assets, as defined, to fall below 150% of 
its consolidated liabilities, as defined. At Dec. 31, 1993, 

$9.1 billion could be paid in dividends to shareholders under 
the most restrictive indentures. 

The capita) of certain foreign operations and Allstate 
Life Insurance Company at Dec. 31, 1993 included approxi¬ 
mately $515 million which, if distributed, would be subject 
to income taxes of approximately $234 million. It is not con¬ 
templated that distributions will be made in an amount which 
would require such tax payments. 

The Illinois Insurance Holding Company Systems Act 
permits Allstate Insurance Company to pay, without regula¬ 
tory approval, dividends to Sears 80.1%) owned subsidiary, 
The Allstate Corporation, during any 12-month period in an 
amount up to the greater of 10% of surplus (as regards policy¬ 
holders) or its net income (as defined) as of the preceding 
Dec. 31. Approximately $925 million of Allstate’s retained 
income at Dec. 31, 1993 had no restriction relating to distri¬ 
bution during 1994 which would require prior approval. 

As of Dec. 31, 1993, subsidiary companies could remit 
to Sears, Roebuck and Co. in the form of dividends approxi¬ 
mately $3.2 billion, after payment of all related taxes, with¬ 
out prior approval of regulatory bodies or violation of 
contractual restrictions. 

Preferred shares 

The 8.88% Preferred Shares, First Series (8.88% Preferred 
Shares) were issued in the form of 13 million depositary 
shares having cumulative dividends of $2.22 annually and a 
liquidation preference of $25 per depositary share, plus ac¬ 
crued and unpaid dividends. On or after Nov. 9, J996, the 
Company may, at its option, redeem the 8.88%; Preferred 
Shares, in whole or in part, at any time at a redemption price 
of $25 per depositary share, plus accrued and unpaid divi¬ 
dends to the redemption date. 

The Series A Mandatorily Exchangeable Preferred 
Shares (PERCS) were issued in the form of 28.75 million 
depositary shares having an annual, cumulative dividend of 
$3.75 per depositary share. Each depositary share is required 
to be exchanged for 1.3525 common shares (after adjustment 
for the Dean Witter distribution—see note 3) of the Company 
on April 1, 1995. Prior to April 1, 1995, the Company may 
elect to exchange the outstanding depositary .shares for com¬ 
mon shares, in whole or in part at an initial price of $64.25 
per share declining ratably to $59.28 per share on Feb. 1, 
1995, and equal to $59.00 thereafter, plus accrued and unpaid 
dividends. The Company should be expected to exercise its 
exchange option prior to April 1, 1995 if the total value of 
the Sears common shares to be mandatorily exchanged on 


April 1, 1995 is expected to exceed $59.00 per depositary 
share. The PERCS have voting rights (equivalent to one- 
fourth of a vote for each depositary share) and a liquidation 
preference of $43 per depositary share. 

In the event that dividends payable on either series of 
preferred stock are in arrears for six quarterly periods, hold¬ 
ers of such stock together shall have the right to elect two 
additional directors of the Company until all cumulative divi¬ 
dends have been paid or set apart for payment. Additionally, 
dividends cannot be paid on the Company’s common shares 
if dividends on either series of preferred shares are in arrears. 

Stock option plans 

Options to purchase common stock of the Company have 
been granted to employees under various plans at prices 
equal to the fair market value of the stock on the dates the 
options were granted. In addition, the Company may pay to 
the optionee in connection with certain options an amount 
generally equal to the maximum statutory corporate federal 
income tax rate then in effect (not to exceed 46%) times the 
difference between the market price and the option price. Op¬ 
tions are generally exercisable in not more than four equal, 
annual cumulative installments beginning one year after the 
date of grant, and generally expire in 10 or 12 years. 

Changes in stock options were as follows: 





Year Ended December 31 

thousands of shares 


1993 

1992 

1991 

Beginning balance 


11,334.7 

13,304.6 

9,874.4 

Granted 


2,280.9 

220.0 

4,605.5 

Exercised 


(5,689.2) 

(1,728.2) 

(550.9) 

Canceled or expired 
Adjustment due to Dean 


(2,586.4) 

(461.7) 

(624.4) 

Witter distribution 


1,460.2 

- 

— 

Ending balance 


6,800.2 

11.334.7 

13,304.6 

Reserved for future 

grant at year-end 


2,550.9 

3,059.3 

3,585.8 

Exercisable 


2,894.3 

7,722.3 

7,716.3 

Option prices per share; 

Granted 

$34.0 

l-$58.00 

$41.25-$45.75 

$25.94-$42.88 

Exercised 

19.90- 47.57 

26.69- 43.13 

15.94- 40.19 

Canceled or expired 

22.9 

1- 57.88 

26.69- 51.25 

18.38- 51.25 

Exercise prices of 

ending balance 

$19.90-$58.00 

$25.94-$57.88 

$25.94-$57,88 


The Company previously issued options with stock ap¬ 
preciation rights (SARs). During 1993, the Company can¬ 
celed the SARs portion of the 612,342 options with SARs. In 
the future, the Company may reimburse certain costs related 
to the exercise of these options. 

In 1993, the number and exercise price of outstanding 
stock options were adjusted to account for the dilutive effect 
of the spin-off of Dean Witter. 

During 1993, Allstate issued options to purchase com¬ 
mon stock of The Allstate Corporation to its employees. At 
Dec. 31, 1993, there were 2.7 million shares under option at 
exercise prices from $27.00 to $31.69 per share. No options 
were vested or exercisable during 1993. 
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Sears, Roebuck and Co. 

Notes to Consolidated Financial Statements continued 


15. Asbestos and environmental matters 
Insurance reserves for asbestos and environmental claims are 
subject to greater uncertainties than those presented by other 
types of claims. Management believes that its exposure to as¬ 
bestos and environmental claims have been effectively lim¬ 
ited to risks assumed as well as primary commercial cover¬ 
ages written prior to 1986. Reserves for asbestos and environ¬ 
mental claims, net of reinsurance recoverable, were $856.5 
and $794.0 million at Dec. 31, 1993 and 1992, respectively. 

While management believes that its reserves for asbestos 
and environmental claims are appropriately established, due 
to the inconsistencies of court coverage decisions, plaintiffs’ 
expanded theories of liability, the risks inherent in major liti¬ 
gation and other uncertainties, the ultimate cost of these 
claims may vary materially from the amounts currently re¬ 
corded, resulting in an increase in the loss reserves. Due to 
the uncertainties and factors described above, management be¬ 
lieves it is not practicable to develop a meaningful range for 
any such additional reserves that may be required. 


16. Regulations and legal proceedings 

Various legal and regulatory actions and governmental pro¬ 
ceedings are pending against the Company, many involving 
ordinary routine litigation incidental to the businesses. Other 
matters contain allegations which are nonroutine and involve 
compensatory, punitive or antitrust treble damage claims in 
very large amounts, as well as other types of relief. 

Allstate’s insurance businesses are subject to the effects 
of a changing social, economic and regulatory environment. 
Public and regulatory initiatives have varied and included ef¬ 
forts to restrict premium rates, impose underwriting standards 
and expand overall regulation. The ultimate changes and even¬ 
tual effects, if any, of these initiatives are uncertain. 

Allstate is a defendant, along with a number of other 
insurers and entities, in antitrust litigation filed by the attor¬ 
neys general of various states. The states allege that the defen¬ 
dants conspired to reduce the coverage under revised commer¬ 
cial general liability forms filed with state insurance regula¬ 
tors by the Insurance Services Office, a rating bureau. The 
states have requested unspecified treble damages and other 
relief. This litigation also includes 17 private class actions, 
asserting claims on behalf of private entities that were alleg¬ 
edly unable to obtain desired commercial general liability 
coverage as the result of defendants’ conduct. 

The United States District Court for the Northern Dis¬ 
trict of California granted the defendants’ motion for sum¬ 
mary judgement, finding that the McCarran-Ferguson Act 
granted immunity to the various defendants for the alleged 
antitrust actions. The United States Court of Appeals for the 
9th Circuit reversed the District Court's decision and re¬ 
manded the matter to the District Court. The United States 
Supreme Court agreed to review the case and, in June 1993, 
reversed in part and affirmed in part the decision of the 9th 
Circuit, and remanded the case back to the District Court for 
further proceedings. On October 6, 1993, the 9th Circuit re¬ 
manded the case back to the District Court for further proceed¬ 
ings consistent with the law established in the case. 

The consequences of these matters are not presently 
determinable but, in the opinion of management, the ultimate 
liability in excess of reserves currently recorded will not have 
a material effect on the liquidity or capital resources of the 
Company. 
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Sears Merchandise Group 

Summarized Statements of Income 


Year Ended December 31 

millions 

1993 

1992 

1991 

Revenues 

Merchandise sales and services 

$26,291.2 

$28,846.4 

$28,344.8 

Credit revenues 

3,273.3 

3,114.1 

3,088.1 

Total revenues 

29,564.5 

31.960.5 

31,432.y 

Costs and expenses 

Cost of sales, buying and occupancy 

18,759.1 

20,717.5 

19,976.6 

Selling and administrative 

7,861.0 

9,120.3 

8,819.8 

Provision for uncollectible accounts 

820.9 

910.3 

848.7 

Restructuring 

— 

2.758.0 

— 

Interest 

1,042.6 

888.8 

1,022.4 

Total costs and expenses 

28,483.6 

34.394.9 

30.667.5 

Operating income (loss) 

1,080.9 

(2.434.4) 

765.4 

Other income 

79.9 

12.2 

45.8 

Gain on sales of subsidiaries' stock 

— 

91.4 

— 

Income (loss) before income taxes (benefit), minority interest and equity income 

1,160.8 

(2,330.8) 

811.2 

Income taxes (benefit) 

421.0 

(829.7) 

337.8 


739.8 

(1,501.1) 

473.4 

Minority interest and equity in net income of unconsolidated companies 

11.8 

28.9 

12.9 

Income (loss) before cumulative effect of accounting changes 

751.6 

(1.472.2) 

486.3 

Cumulative effect of accounting changes 

— 

(1,504.8) 

— 

Group income (loss) 

$ 751.6 

$(2,977.0) 

$ 486.3 

See notes to Consolidated financial statements. 





Analysis of Operations 


In order to provide a more meaningful analysis, 1993 operat¬ 
ing results are compared to 1992 results as adjusted for the 
impact of Merchandising exited businesses. Exited businesses 
include the domestic catalog operations, Sears Business Cen¬ 
ters, selected retail department and specialty stores and cer¬ 
tain home improvement services. The impact of Merchandis¬ 
ing exited businesses on 1992 operating results is reflected in 
the Merchandising operations table on page 40. 

Sears Merchandise Group revenues in 1993 increased 
$2.22 billion, or 8.1%, compared to 1992 revenues excluding 
Merchandising exited businesses. Domestic merchandising 
revenues rose $2.24 billion, or 10.8%, primarily due to more 
focused and aggressive merchandising and marketing strate¬ 
gies and enhanced customer service. Revenues from domestic 
credit operations increased 5.0%, due to higher owned receiv¬ 
able balances. International revenues were 4.5% lower than 
1992, reflecting a weak Canadian economy and an unfavor¬ 
able Canadian currency exchange rate. 

In 1992, Merchandise Group revenues increased 
$527.6 million, or 1.7%, due to improved domestic merchan¬ 
dising performance, partially offset by a decline in catalog 
sales. Compared with 1991, domestic merchandising reve¬ 
nues (excluding catalog) rose $871.5 million, or 4.1%, while 
catalog revenues declined $211.4 million, or 6.0%. Revenues 
from domestic credit operations increased 3.4%, principally 
due to higher owned receivable balances. International reve¬ 
nues declined 5.7%, due primarily to weakness in the 
Canadian economy. 
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Sears Merchandise Group earned income of $751.6 mil¬ 
lion in 1993, which included a $45.5 million net tax credit 
resulting from the Omnibus Budget Reconciliation Act of 
1993. In 1992, a loss of $2.98 billion was recorded. The loss 
in 1992 included SI.73 billion of after-tax restructuring 
charges, a $1.5 billion noncash after-tax charge to record the 
cumulative effect of changes in accounting for certain 
postretirement and postemployment benefits, after-tax losses 
of $243.9 million from exited businesses and a $49.7 million 
net gain on the sales of subsidiaries" stock. 

The improved operating performance in 1993 is partially 
attributable to significant progress on the comprehensive 
restructuring program announced in January 1993. The re¬ 
structuring program included closing the domestic general 
merchandise catalog operations, offering a voluntary early 
retirement program to certain salaried associates, closing un¬ 
profitable retail department and specialty stores, exiting cer¬ 
tain installed home improvement services and streamlining or 
discontinuing various unprofitable merchandi.se lines. 

Income before cumulative effect of accounting changes, 
excluding restructuring and the net gain on the sales of sub¬ 
sidiaries' stock, was $207.8 million in 1992 compared to 
income of $486.3 million in 1991. The decline was primarily 
due to lower domestic merchandising results. 
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Sears Merchandise Group 
Analysis of Operations continued 


Merchandising operations in the United States accounted 
for 77.9% of Group revenues in 1993. 


millions 


1992 
continuing 
1993 businesses(a) 

as 

reported 

1991 

Merchandise sales and 

services 

$23,045.4 

20.804.5 

25,417.4 

24,757.3 

Gross margin 

$ 

6.745.5 

6,083.6 

7.287.4 

7,413.1 

% to sales and services 


29.3% 

29.2 

28.7 

29.9 

Selling and administrative 

expenses 

$ 

6.318.0 

5,904.3 

7,490.2 

7,219.3 

% to sales and services 


27.4% 

28.4 

29.5 

29.2 

Restructuring charges 


— 

— 

2,732.6 

— 

Operating income (loss) 

before restructuring 

$ 

411.7 

120.4 

(266.8) 

120.1 

% to sales and services 


1.8% 

0.6 

(1-0) 

0.5 

Operating income (loss) 

S 

41 1.7 

120.4 

(2,999.4) 

120.1 

Merchandising income (loss) 
before net tax credit, 
restructuring and cumu¬ 
lative effect of 

accounting changes 

$ 

260.4 

63.7 

(180.2) 

90.4 

% to sales and services 


1.1% 

0.3 

(0.7) 

0.4 

Merchandising income (loss) 

$ 

303.9 

63.7 

(3,304.7) 

90.4 

Net sales per square foot 

(dollars) 

$ 

333 

313 

328 

328 

Merchandise inventories— 

LIFO basis 

$ 

3,006.0 

(b) 

3,460.2 

3,784.7 

FIFO basis 

$ 

3,749.7 

(b) 

4,198.6 

4.541.5 


(a) Excluding restructuring charges, exited businesses and cumulative effect 
of accounting changes. 

<b) Exited businesses LIFO and FIFO inventories are not determinable. 

Domestic merchandising revenues in 1993 increased 
$2.24 billion, or 10.8%, compared with continuing businesses 
revenues of $20.8 billion in 1992. The apparel and home 
groups posted sales increases of 14.9% and 11.5%, respective¬ 
ly, led by double-digit percentage increases in children’s, 
men's and women’s apparel, intimate accessories and jewelry, 
footwear and electronics. The gains were primarily attribut¬ 
able to more competitive values, an extensive brand advertis¬ 
ing campaign and greater emphasis on customer service. A 
3.3% sales decline in the automotive group due to the elimi¬ 
nation of certain operations in 1993 partially offset these 
gains. 



Domestic merchandising revenues (excluding catalog) in 
1992 increased 4.1% compared to 1991. Double-digit percent¬ 
age sales increases were recorded in men’s and women’s ap¬ 
parel, furniture and home computers. These increases were 
partially offset by decreases in automotive services and in¬ 
stalled home improvements. 

Gross margin as a percent of sales and services rose 
0.1% in 1993. Lower buying and occupancy costs as a per¬ 
centage of sales were partially offset by higher markdowns 
due to a continued emphasis on increasing market share and 
profitability and offering more competitive values. 

The 1992 gross margin percentage decreased 1.2% com¬ 
pared to 1991. The decrease was primarily the result of 
selling price reductions driven by heightened competition, 
above-average clearance markdowns and reduced automotive 
margins, partially offset by a favorable LIFO adjustment. 

Selling and administrative expenses as a percent of reve¬ 
nues declined to 27.4% in 1993 from 28.4% in 1992. For 
core merchandising activities, which exclude Product Ser¬ 
vices, selling and administrative expenses declined to 25.4% 
in 1993 from 26.6% in 1992. The improvement was primarily 
attributable to a reduction in payroll as a percent of revenues 
related to previously announced restructuring initiatives, par¬ 
tially offset by increased advertising costs. The Company has 
ongoing programs to further reduce selling and administrative 
expenses. 

In 1992, excluding the $92.9 million incremental effect 
of the change in accounting for postretirement and postem¬ 
ployment benefits, selling and administrative expenses as a 
percentage of revenues declined 0.1% compared with 1991. 
The improvement was due to reductions in payroll and the 
impact of a change in employee vacation policy substantially 
offset by increased insurance costs. 

In 1993, excluding the net tax credit of $43.5 million, 
Merchandising earned $260.4 million, compared with 
$63.7 million, before exited businesses, restructuring charges 
and the cumulative effect of accounting changes, in 1992. 

The earnings improvement in 1993 was primarily due to 
higher revenues and cost reduction initiatives associated with 
the restructuring programs, partially offset by lower automo¬ 
tive revenues and margins. 

Earnings in 1992, before restructuring and cumulative ef¬ 
fect of accounting changes, decreased $270.6 million to a 
loss of $180.2 million compared with 1991. Revenue in¬ 
creases in 1992 in the apparel and home groups were more 
than offset by decreased automotive revenues and lower mar¬ 
gins due to above-average promotional and clearance mark- 
downs in a highly competitive environment. Catalog recorded 
a $159.8 million loss before restructuring and accounting 
changes compared to a loss of $144.7 million in 1991. Addi¬ 
tionally, Merchandising recognized incremental after-tax ex¬ 
pense of $58.1 million due to the accounting changes for 
postretirement and postemployment benefits in 1992. 


40 



























Sears, Roebuck and Co. 


Analysis of Operations continued 


Credit operations in the United States contributed the 
following: 


millions 


1993 

1992 

1991 

Gross finance charge and other revenues 

$ 

3.486.3 

3.445.8 

3.388.8 

Funding cost on securitized receivables 

$ 

(516.7) 

(618.7) 

(653.6) 

Net finance charge and other revenues 

$ 

2.969.6 

2.827.1 

2,735.2 

Interest expense 

$ 

882.1 

696.4 

755.4 

Provision for uncollectible accounts 

$ 

779.7 

849.7 

781.3 

Credit income before net tax credit and cu- 





initiative effect of accounting changes 

$ 

437.6 

408.3 

393.5 

Credit income 

$ 

439.6 

337.9 

393.5 

Credit sales as a percentage of gross sales 


59.4% 

57.1 

57.3 

Gross customer receivables at Dec. 31 

$20,350.6 

20,286.8 

20,245.4 

Balances sold at Dec. 31 

$ 

5.173.4 

7,115.7 

7,679.1 

Owned customer receivables at Dec. 31 

$1 

15.177.2 

13,171.1 

12.566.3 

Average owned receivables 

$1 

13.470.9 

12,428.0 

12.271.7 

Average account balance (dollars) 

$ 

795 

752 

736 

Net charge-offs to average gross customer 





receivables 


3.45% 

3.57 

3.09 

Gross customer receivables delinquent 





three months or more 


3.55% 

2.99 

2.93 

Allowance for uncollectible accounts as a 





percentage ot gross customer reeeiv- 





ablcs at Dec. 31 


4.72%; 

4.23 

3.48 


Domestic credit revenues increased 5.0% and 3.4% in 
1993 and 1992, respectively, principally due to higher owned 
receivables balances. 

As a strategic measure to increase merchandise sales and 
to provide customers a choice of payment vehicles, the Com¬ 
pany began accepting additional third party payment products 
(American Express, MasterCard and Visa) in the third quarter 
of 1993. Since the introduction of third party payment prod¬ 
ucts, SearsCharge sales as a percentage of sales have been 
above prior year levels. In the long-term, third party products 
arc anticipated to partially replace customers' use of Sears 
credit plans. The effect on Credit’s operating results is 
expected to be offset by new Credit initiatives and 
Merchandising programs to increase revenues. 

The provision for uncollectible accounts fell 8.2% in 
1993, primarily reflecting a decline in bankruptcy experience. 
Domestic retail customer receivables delinquent three months 
or more as a percentage of gross customer receivables were 
3.55% at Dec. 33, 1993, compared with 2.99% at Dec. 31, 
1992. The 1993 increase was primarily attributable to a 
change in collection strategy to focus on higher risk accounts. 
This new collection strategy provided significant operating 
cost savings and did not result in increased charge-offs. The 
higher allowance for uncollectible accounts reflected a lower 
liquidation rate and the loss of the high-quality catalog cus¬ 
tomer. Total funding costs, comprised of interest expense and 
funding cost on securitized receivables, increased 6.4% to 
$1.40 billion from $1.32 billion. This increase is due to a 
higher effective interest rate attributable to a change in the 
debt mix resulting from the Company’s strategic repositioning. 

The provision for uncollectible accounts rose 8.8% in 
1992, compared with an increase of 37.1% in 1991, as the 
trend of increasing bankruptcies moderated during 1992. In 
1992, lower interest rates decreased total funding cost by 


6.7% to $1.32 billion compared with $1.41 billion in 1991. 

In 1993, credit income before the net tax credit, in¬ 
creased 7.2%, compared to 1992 income before the cumula¬ 
tive effect of accounting changes, due to the lower provision 
for uncollectible accounts and higher credit revenues, par¬ 
tially offset by the increase in total funding cost. 

In 1992, a 3.8% increase in Credit income before ac¬ 
counting changes, compared to 1991, was driven by higher 
credit revenues and lower funding costs, partially offset by an 
increase in the provision for uncollectible accounts. 

Federal and state legislation and competitive conditions 
may affect the annual percentage rate imposed on credit card 
accounts. While the Company cannot predict the effect of fu¬ 
ture competitive conditions and legislation or the measures 
which the Company might take in response, a significant re¬ 
duction in finance charge rates could reduce the yield on re¬ 
ceivables, adversely impacting income. 

International operations are conducted in Canada and Mex¬ 
ico through Sears Canada and Sears Mexico, which are 
61.2% and 75.0% owned, respectively. Revenues of Interna¬ 
tional operations translated to U.S. dollars totaled $3.55 bil¬ 
lion in 1993, compared with $3.72 billion in 1992. Revenues 
in 1993 were adversely impacted by a 6.1% decline in the 
Canadian exchange rate. In Canadian dollars. Sears Canada 
revenues declined 0.5% in 1993, compared with a drop of 
3.2% in 1992. Canadian revenues for both years were ad¬ 
versely impacted by unfavorable economic conditions, while 
1992 revenues were also depressed by the effects of the ini¬ 
tial securitization of receivables in December 1991. 

International gross margins declined to 24.2% of sales 
compared to 24.5% in 1992, primarily due to lower initial 
gross margins at Sears Canada. Selling and administrative ex¬ 
penses declined to 26.5% of revenues from 27.1% in 1992 
primarily due to lower payroll costs from prior Sears Canada 
restructurings. 

In 1992, a $25.4 million pretax restructuring charge was 
recorded in Sears Canada, primarily for severance pay and 
other costs associated with closing catalog sales offices or con¬ 
verting them to independently-owned locations. During 1992, 
a net after-tax gain of $49.7 million was recorded as the Com¬ 
pany sold a minority interest in Sears Mexico and Sears Can¬ 
ada completed a primary offering of common stock. 

International recorded net income of $8.1 million in 
1993, compared to a net loss of $10.2 million in 1992. Ex¬ 
cluding the net gain on the sales of subsidiaries’ stock, re¬ 
structuring and the cumulative effect of accounting changes, 
International posted a net loss of $20.3 million in 1992. The 
improvement is primarily due to lower selling and administra¬ 
tive expenses at Sears Canada. In 1992, excluding the above 
described transactions, International's net income declined 
$22.7 million compared with 1991, primarily the result of 
lower Canadian revenues and margins. 
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Sears Merchandise Group 

Summarized Statements of Financial Position December 31 


millions 

1993 

1992 

Assets 



Current assets 



Cash 

$ 215.1 

$ 284.7 

Retail customer receivables 

16,694.4 

14,490.9 

Less: Allowance for uncollectible accounts and unearned finance charges 788.8 

613.3 


15,905.6 

13,877.6 

Other receivables 

1,345.9 

929.7 

Inventories 

3,518.0 

4.047.9 

Prepaid expenses and deferred charges 

497.4 

570.6 

Deferred income taxes 

1,212.9 

1,611.2 

Total current assets 

22,694.9 

21,321.7 

Property and equipment 



Land 

361.1 

337.6 

Buildings and improvements 

3,898.6 

3,658.9 

Furniture, fixtures and equipment 

3,625.6 

3,794.9 

Capitalized leases 

239.6 

277.7 


8,124.9 

8,069.1 

Less accumulated depreciation 

4,063.8 

4,099.7 

Total property and equipment, net 

4,061.1 

3,969.4 

Deferred income taxes 

616.1 

637.1 

Other assets 

486.0 

1,040.5 

Total assets 

$27,858.1 

$26,968.7 

Liabilities 



Current liabilities 



Short-term borrowings 

$ 4,433.4 

$ 4,210.6 

Restructuring reserves 

1,002.6 

2,149.7 

Accounts payable and other liabilities 

4,454.0 

4,572.8 

Unearned revenues 

1,135.7 

1,142.1 

Other taxes 

403.0 

401.7 

Total current liabilities 

11,428.7 

12,476.9 

Long-term debt and capitalized lease obligations 

9,955.2 

8,427.4 

Postretirement benefits 

2,729.0 

2,609.5 

Minority interest and other 

322.0 

344.6 

Total liabilities 

24,434.9 

23,858.4 

Capital 

3,423.2 

3,110.3 

Total liabilities and capital 

$27,858.1 

$26,968.7 

See notes to Consolidated financial statements. 



Analysis of Financial Condition 



The Merchandise Group has ready access to liquidity with 

Cash payments related to the restructuring reserves were 

cash, receivables and inventories comprising 75% of the Mer- 

mainly offset by a decrease in the corresponding deferred in- 

chandise Group’s assets at Dec. 31, 1993. Gross domestic and 

come tax asset and exited businesses’ inventories. 

In 1992, 

international customer receivables were $22.5 billion at 

the results reflected an increase in owned receivables and de- 

Dec. 31, 1993, Domestic customer receivables totaling 

ferred income tax assets, partially offset by a decrease in in- 

$5.2 billion at Dec. 31, 1993 were securitized and sold 

ventory levels. The changes in accounting for postretirement 

through the issuance of credit account pass-through certifi- 

and postemployment benefits and restructuring charges had 

cates. Sears Canada had an additional $617.2 million of credit 

no impact on 1992 cash flows. 


accounts securitized and sold as of year-end 1993. 

Capital expenditures in 1993 totaled $497.2 million. 

Inventories decreased by $529.9 million at Dec. 31, 

which were primarily used for the remodeling and refurbish- 

1993 as compared to Dec. 31, 1992. The decrease was primar- 

ing of 122 existing multi-line stores and normal replacement 

ily due to the liquidation of exited businesses’ inventories 

of operating equipment. Also in 1993, new store openings 

and improved inventory turnover. 

included six multi-line stores, 17 Homelife furniture stores 

Net cash used by operating activities was $986.4 million 

and 15 Paint and Hardware stores. 


in 1993, compared with $400.0 million used in 1992. The 

Cash used in operating and investing activities during 

increase was due to higher owned customer receivables. 

--- -a 

1993 and 1992 was funded by additional debt. 

o --- 




























Sears, Roebuck and Co. 


Summarized Statements of Cash Flows Year Ended December 3J 


millions 

1993 

1992 

1991 

Cash flows from operating activities 




Group income (loss) 

$ 751.6 

$ (2,977.0) 

$ 486.3 

Adjustments to reconcile group income (loss) to net cash provided by (used in) operating 




activities 




Depreciation, amortization and other noncash items 

492.9 

494.1 

484.3 

Cumulative effect of accounting changes 

— 

2.429.7 

— 

Restructuring charges 

— 

2.758.0 

— 

Provision for uncollectible accounts 

820.9 

910.3 

848.7 

Gains on sales of property and investments 

(72.9) 

(85.6) 

(42.6) 

Change in deterred income taxes 

416.2 

(2,053.5) 

(20.4) 

Decrease (increase) in retail customer receivables 

(2,868.0) 

( 1 ,325.4) 

846.8 

Decrease (increase) in merchandise inventories 

513.8 

357.4 

(386.4) 

Change in net other operating assets and liabilities 

(1,040.9) 

(908.0) 

222.4 

Net cash provided by (used in) operating activities 

(986.4) 

(400.0) 

2.439.1 

Cash flows from investing activities 




Net purchases of property and equipment 

(486.6) 

(584.8) 

(698.0) 

Net sales of investments 

80.0 

171.9 

48.5 

Net cash used in investing activities 

(406.6) 

(412.9) 

(649.5) 

Cash flows from financing activities 




Net increase in long-term debt 

1,529.8 

67.4 

675.8 

Net increase (decrease) in short-term borrowings, primarily 90 days or less 

215.6 

1.164.5 

(2,271.8) 

Net capital transfers to Corporate 

(420.9) 

(235.7) 

(358.4) 

Net cash provided by (used in) financing activities 

1,324.5 

996.2 

(1,954.4) 

Effect of exchange rate changes on cash and invested cash 

( 1 . 1 .) 

(2.7) 

0.6 

Net increase (decrease) in cash and invested cash 

$ (69.6) 

$ 180.6 

$ (164.2) 

Cash and invested cash at beginning of year 

$ 284.7 

$ 104.1 

$ 268.3 

Cash and invested cash at end of year 

$ 215.1 

$ 284.7 

$ 104.1 


See notes to Consolidated financial statements. 


Analysis of Financial Condition continued 


Domestic stores at the end of the year are summarized 
below: 



1993 

1992(1) 

1991 

Multi-line stores 

786 

813 

817 

Small hard-line stores 

13 

46 

5! 

Western Auto 

619 

595 

548 

Paint and Hardware stores 

86 

103 

97 

Free-standing Homelife furniture stores 

51 

34 

22 

Appliance stores 

8 

37 

41 

Free-standing Tire and Auto center s 

5 

20 

20 

Retail outlet and other 

57 

53 

48 

Dealer stores 

192 

— 

— 

Total 

1,817 

1,701 

1,644 

Gross square feet (millions) 

125.3 

126.6 

127.5 


(1) 1992 store counts include 113 stores which were part of the 

restructuring actions announced in January 1993 and exclude catalog 
and specialty merchandising. 


In February 1993, a five-year, $4 billion capital expendi¬ 
ture program was announced, primarily focused on the 
existing retail store base. This comprehensive program in¬ 
cludes the renovation and updating of approximately 500 
stores over a three-year period, selected new score openings 
and the roll-out of promising new free-standing concepts. 
Planned capital expenditures for 1994 are $966 million (in¬ 
cluding leases), and call for the remodeling and upgrade of 
merchandise presentations in approximately 170 existing 
multi-line retail stores, two new multi-line stores, 30 new 
free-standing Homelife furniture stores and 27 free-standing 
Paint and Hardware stores. These expenditures are expected 
to be financed from operating activities. 
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Allstate Insurance Group 

Summarized Statements of Income Year Ended December 31 


millions 


1993 

1992 


1991 

Revenues 

Property-liability insurance premiums (net of reinsurance ceded of S430.4, $480.0 and $400.8) 

Life insurance premium income and contract charges (net of reinsurance ceded of $46.8, $38.1 
and $28.0) 

Investment income, less investment expense 

Realized capital gains 

$16,323.4 

1,078.9 

3,323.7 

220.3 

$15,737.9 

1.127.6 

3,200.5 

162.1 


$15,147.0 

1,196.9 

3,001.4 

4.9 

Total revenues 


20,946.3 

20,228.1 


19,350.2 

Costs and expenses 

Property-liability insurance claims and claims expense (net of reinsurance recoveries of $442.7, 
$916.5 and $373.1) 

Life insurance policy benefits (net of reinsurance recoveries of $25.5, $22.0 and $21.1) 

Policy acquisition costs 

Interest 

Other operating costs and expenses 

12,922.5 

2.102.5 

3,279.2 

81.6 

1.184.5 

15,205.1 

2,153.8 

3,154.1 

1.140.4 


12,518.8 

2,121.6 

3.072.1 

1,098.6 

Total costs and expenses 


19,570.3 

21,653.4 


18,811.1 

Income (loss) before income taxes (benefit) 

Income taxes (benefit) 


1,376.0 

74.5 

(1,425.3) 

(925.7) 


539.1 

(183.4) 

The Allstate Corporation income (loss) before cumulative effect of accounting changes 

Minority interest 

Cumulative effect of accounting changes 

1,301.5 

(141.2) 

(499.6) 

(325.6) 


722.5 

Group income (loss) 


$ 1,160.3 

$ (825.2) 


$ 722.5 

See notes to Consolidated financial statements. 






Analysis of Operations 






Allstate’s revenues totaled $20.95, $20.23 and $19.35 billion 
for 1993, 1992 and 1991, respectively. Increased revenues of 
3.6% and 4.5% in 1993 and 1992, respectively, were the re¬ 
sult of increases in property-liability premiums earned, invest¬ 
ment income and realized capital gains, partially offset by a 
decrease in life insurance premium income and contract 
charges. 

Over the past two years, unit sales have declined slight¬ 
ly. This trend was a result of Allstate’s strategy to balance 
premium growth and profitability by applying stricter under¬ 
writing criteria and focusing on more profitable market seg¬ 
ments. Premiums earned increased 3.7% and 3.9% in 1993 
and 1992, respectively. 

Supplementary income statement information: 

Allstate s 1993 net income was $1.16 billion after minor¬ 
ity interest of $141.2 million compared with a net loss of 
$825.2 million in 1992 and net income of $722.5 million in 
1991. Improved net income in 1993 over 1992 resulted from 
stronger operating income from both Property-liability and 

millions 


1993 

1992 

1991 

Premiums written 


$16,614.5 

$16,011.4 

$15,261.8 

Premiums earned 

Claims and claims expense 

Other costs and expenses 

$16,323.4 

12,922.5 

3,885.2 

$15,737.9 

15,205.1 

3,804.5 

$15,147.0 

12,518.8 

3,760.9 

Life operations and higher realized capital gains. Net income 
in 1993 also benefited from a nonrecurring net tax credit of 
$27.6 million resulting from the Omnibus Budget Reconcilia¬ 
tion Act of 1993, The loss in 1992 resulted primarily from 
the effect of Hurricane Andrew in August 1992, which was a 
loss of $1.65 billion after-tax. The 1992 net loss also in¬ 
cluded a one-time $325.6 million noncash, after-tax charge as 
the result of changes in accounting for certain postretirement 
and postemployment benefits. 

Property-liability operations 

Underwriting loss 

Net investment income 

Realized capital gains, after-tax 

Income tax benefit on operations 
(excluding tax on realiz.ed 
capital gains) 

Cumulative effect of accounting 
changes 

(484.3) 

1,460.3 

149.1 

(62.8) 

(3,271.7) 

1,467.8 

166.7 

(1,048.5) 

(311.5) 

(1,132.7) 

1.397.2 

24,9 

(267.5) 

Income (loss) 


$ 1,187.9 

$ (900.2) 

$ 556.9 

Catastrophe losses 

$ 545.9 

$ 3,300.3 

$ 505.7 

Claims and claims expense (“loss' 1 ) 
ratio 

Expense ratio 

79.2% 

23.8 

96.6% 

24.2 

82.7% 

24.8 

Premiums written in 1993 increased 3.8% over 1992 levels 

Combined ratio 


103.0% 

120.8% 

107.5% 

which, in turn, increased 4.9% over 1991. These increases 
were attributable to higher average premiums. Average premi- 

Effect of catastrophe losses on 
combined ratio 

3.3% 

21.0% 

3.3% 

urns rose primarily due to rate increases, the effect of policy 
provisions adjusting for inflation and a shift to newer and 
more expensive insured autos. 

-4 
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Sears, Roebuck and Co. 


Analysis of Operations continued 


Property-liability underwriting results in 1993 improved 
from 1992 with decreases in both the loss ratio and expense 
ratio. The improvement in the loss ratio was attributable to 
lower catastrophe losses, partially offset by modest increases 
in severity (average cost to settle claims) and frequency (rate 
of claim occurrence). Underwriting results in 1992 include 
losses from Hurricane Andrew of $2.5 billion, net of reinsur¬ 
ance. Excluding these losses, 1992 underwriting loss was 
$771.7 million and the combined ratio was 104.9. 

Underwriting results in 1992, adjusted for Hurricane An¬ 
drew, improved from 1991 as a result of lower frequency and 
a lower expense ratio, partially offset by higher catastrophe 
losses and increased severity. 

Catastrophes are an inherent risk of the property-liability 
insurance business and have contributed, and will continue to 
contribute, to year-to-year fluctuations in underwriting re¬ 
sults. The level of catastrophe loss experience in any year 
cannot be predicted. Catastrophe losses were $545.9 million, 
$3.30 billion and $505.7 million in 1993, 1992 and 1991, re¬ 
spectively. The level of 1992 catastrophe losses was unprece¬ 
dented in Allstate's history. 

Severity increases are generally influenced by inflation 
in the medical and auto repair sectors of the economy. 
Allstate’s 1993 and 1992 rates of increase in severity for in¬ 
jury coverages were lower than the corresponding increases 
in the Medical Care inflation index as measured by the 
Bureau of Labor Statistics during the same period. Manage¬ 
ment believes this is due in part to company initiatives. These 
include initiatives in medical management and the use of spe¬ 
cial investigative units to reduce fraud. For non-injury cover¬ 
ages, Allstate evaluates its rate of increase in average 
cost per claim against a number of measures, including the 
Auto Maintenance and Repair (AMR) index published by the 
Bureau of Labor Statistics. The 1993 rate of increase in non¬ 
injury severity relative to the AMR index was comparable to 
the historical relationships. The 1993 relationship was less 
favorable than the unusually favorable relationship experi¬ 
enced in 1992 and 1991. 


Auto frequency increased slightly in 1993 from 1992 lev¬ 
els; frequency in 1992 decreased from 1991 levels. Excluding 
claims related to catastrophes, frequency for homeowners cov¬ 
erages decreased in 1993 and 1992. 

The improvement in the expense ratio over the three- 
year period was attributable to management initiatives to im¬ 
prove efficiency and reduce back-office expenses, resulting in 
lower employee-related expenses and occupancy costs, pri¬ 
marily stemming from ongoing consolidation of regional op¬ 
erating centers. 

Pretax investment income decreased slightly in 1993 
from 1992, primarily due to falling interest rates offsetting 
the benefit of higher investment balances. Pretax investment 
income increased in 1992 from 1991 as the benefit of higher 
investment balances more than offset falling interest rates. 

Realized capital gains in 1993 and 1992 resulted primar¬ 
ily from sales of equity and fixed income securities, as favora¬ 
ble market conditions prevailed for equity securities and fall¬ 
ing interest rates drove fixed income security prices upward. 
In 1992, nearly half of the net realized capital gains were 
attributable to sales of municipal securities motivated by 
favorable market conditions and income tax considerations. 

Income in 1993 of $1.19 billion improved from a loss of 
$900.2 million in 1992. Improved underwriting results driven 
by lower catastrophe losses and a reduction in the expense 
ratio were partially offset by increased severity and lower 
realized capital gains. 

Results in 1992 declined to a loss of $900.2 million 
from income of $556.9 million in 1991. The decrease was 
due to losses from Hurricane Andrew and accounting 
changes related to postretirement and postemployment bene¬ 
fits, partially offset by a reduction in the expense ratio and 
higher capital gains and investment income. 


45 













- Sears, Roebuck and Co. 

Allstate Insurance Group 
Analysis of Operations continued 


Life operations 

Under generally accepted accounting principles, premium in¬ 
come is recognized as revenue for traditional life products 
and annuities with life contingencies, and contract charges 
are recognized as revenue for universal life-type contracts 
and investment contracts. Therefore, premium income and 
contract charges are significantly influenced by the type of 
products sold. Premium income and contract charges de¬ 
creased 4.3% in 1993 and 5.8% in 1992. Increased contract 
charges on universal life and variable annuity and other invest¬ 
ment contracts were more than offset by lower sales of cer¬ 
tain group pension products and structured settlements with 
life contingencies. 

Supplementary income statement information: 


millions 

1993 

1992 

1991 

Statutory premiums 

$4,086.1 

$ 3,851.4 

$4,221.5 

Premium income and contract charges 

Net investment income 

Benefits and expenses 

$1,078.9 

1,857.5 

2,680.4 

$ 1,127.6 

1.732.7 

2.643.8 

$ 1,196.9 
1,604.2 
2,531.4 

Income from operations 

Income tax on operations 

256.0 

86.9 

216.5 

67.7 

269.7 

82.4 

Net operating income 

Realized capital losses, after-tax 
Cumulative effect of accounting changes 

169.1 

(5-9) 

148.8 

(59.7) 

(14.1) 

187.3 

(21.7) 

Income 

$ 163.2 

$ 75.0 

$ 165.6 


Because of the manner in which life premiums and con¬ 
tract charges are recognized under generally accepted account¬ 
ing principles, statutory premiums are a better measure of 
sales volume. Statutory premiums, which include premiums 
and deposits for all products, increased 6.1% from 1992 to 
1993. Sales and renewals of life insurance and sales of indi¬ 
vidual annuity products, including variable annuities, in¬ 
creased during the period. Premiums from group pension 
products decreased in 1993, consistent with Allstate’s strat¬ 
egy to manage growth in this line and the contraction in the 
retirement annuity market due to lower interest rates. In 
1992, statutory premiums declined 8.8% from 1991 levels. A 
decline in annuity sales as a result of lower interest rates cred¬ 
ited to these policies, as well as lower group pension premi¬ 
ums, offset an increase in universal life premiums. 

Pretax net investment income increased 7.2% in 1993, 
following an increase of 8.0% in 1992. The increases in in¬ 
vestment income were largely a function of higher levels of 


invested assets. Invested assets, excluding Separate Accounts, 
grew 5.6% and 13.1% in 1993 and 1992. Investment income 
was also favorably impacted in 1993 by accelerated amortiza¬ 
tion of discount on certain mortgage-backed securities. 
Changes in market interest rates, which generally declined 
over the three-year period partially offset these increases. 
Growth of investment income was further slowed by 
underperforming investments, principally commercial mort¬ 
gage loans and high-yield bonds. 

After-tax operating income in 1993 of S169.1 million in¬ 
cluded a nonrecurring charge of $17.5 million for costs result¬ 
ing from the discontinuance of a policy processing system. 
Excluding the nonrecurring charge, after-tax operating in¬ 
come of $186.6 million in 1993 increased 25.4% over the 
$148.8 million recorded in 1992. This increase is due primar¬ 
ily to improved investment margins on annuity products and 
higher invested asset balances than the prior year. After-tax 
operating income decreased by $38.5 million in 1992 com¬ 
pared to 1991, primarily due to underperforming investments. 

Realized capital losses after taxes were lower by 
$53.8 million in 1993 compared to 1992 due to lower com¬ 
mercial mortgage loan losses and higher realized capital 
gains. Consistent with the trend in industry delinquency rates 
and stabilization in certain real estate markets, commercial 
mortgage loan losses have declined from their 1992 high. In¬ 
creased realized gains resulted from sales of securities, includ¬ 
ing sales related to repositioning a portion of the investment 
portfolio to improve the matching of assets with related liabil¬ 
ities, and bond calls. Realized capital losses in 1992 were 
$38.0 million higher than in 1991, primarily as a result of 
increased losses on commercial mortgage loans as the real 
estate market worsened and it became apparent that some bor¬ 
rowers would not be able to fulfill their obligations. 

Income was $163.2 million in 1993, compared with 
$75.0 million in 1992. Lower commercial mortgage loan 
losses and stronger operating income, driven primarily by 
growth in invested assets and improved investment spreads 
on certain annuity products, led to the improvement. 

Income was $75.0 million in 1992 compared with 
$165.6 million in 1991. The provision for losses on problem 
investments was the primary reason for the decline. 
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Summarized Statements of Financial Position December 3 i 


millions 

1993 

1992 

Assets 



Investments 



Fixed income securities 



Available for sale, at market value in 1993 and lower of amortized cost or market value in 1992 (amortized 


cost $28,549.3 in 1993; market value $15,379.5 in 1992) 

$30,954.6 

$14,412.0 

Held to maturity, at amortized cost (market value $8,857.3 and $18,930.6) 7,933.1. 

17,731.2 


38,887.7 

32,143.2 

Equity securities, at market value (cost $3,625.5 and $3,203.5) 

4,554.5 

3.837.1 

Mortgage loans 

3,563.2 

3,700.8 

Real estate 

721.6 

615.0 

Short-term 

672.6 

1,095.7 

Other 

391.6 

339.0 

Total investments 

48,791.2 

41.730.8 

Premium installment receivables 

1,963.8 

1.874.9 

Deterred policy acquisition costs 

1,511.0 

1,528.9 

Reinsurance recoverable 

1.915.9 

1,983.1 

Property and equipment, net 

821.7 

904.3 

Accrued investment income 

705.4 

670.4 

Deferred income taxes 

444.3 

1,206.6 

Cash 

80.7 

125.8 

Other assets 

842.5 

1.157.6 

Separate Accounts 

2,281.5 

916.0 

Total assets 

$59,358.0 

$52,098.4 

Liabilities 



Reserve for property-liability insurance claims and claims expense 

$15,682.9 

$15,298.9 

Reserve for life insurance policy benefits 

4,942.7 

4,566.2 

Contractholder funds 

16.810.8 

16,016.5 

Unearned premiums 

5.728.7 

5,475.4 

Claim payments outstanding 

492.1 

536.3 

Other liabilities and accrued expenses 

2,269.6 

2.106.4 

Long-term debt 

850.0 

— 

Separate Accounts 

2,281.5 

916.0 

Total liabilities 

49,058.3 

44,915.7 

Minority interest 

2,048.5 

— 

Capital 

8,251.2 

7,182.7 

Total liabilities and capital 

$59,358.0 

$52,098.4 

See notes to Consolidated financial statements. 



Analysis of Financial Condition 



Capital 

levels. The RBC formula for life insurance companies estab- 

The capacity for Allstate’s growth in property-liability premi- 

lishes capital requirements relating to insurance risk, business 

urns is in part a function of its operating leverage. In 1993, 

risk, asset risk and interest rate risk. The RBC formula for 

the premium-to-surplus ratio of Allstate Insurance Company 

property-liability companies includes asset and credit risk, 

(AIC), Allstate’s property-liability subsidiary, was reduced to 

but places more emphasis on underwriting factors for reserv- 

2.3. The reduction was the result of capital contributions by 

ing and pricing. 


The Allstate Corporation into AIC and improved operating 

The RBC requirement for life insurance companies was 

results. In 1992, AIC’s premium-to-surplus ratio increased 

effective for 1993 annual statutory filings. At Dec. 

31, 1993, 

from 2.7 to 3.2, primarily as a result of Hurricane Andrew, 

Allstate Life Insurance Company had risk-based capital sub- 

The National Association of Insurance Commissioners 

stantially in excess of the required levels. 


(NAIC) has adopted new standards for assessing the solvency 

The RBC requirement for property-liability companies is 

of insurance companies, which are referred to as risk-based 

effective for 1994 annual statutory filings. Based on computa- 

capital (RBC). The requirement consists of a formula for de- 

tions made by Allstate in accordance with the prescribed for- 

termining each insurer’s RBC and a Model Law specifying 

mula. had RBC been in effect at Dec. 31, 1993, AIC would 

regulatory actions if an insurer’s RBC falls below specified 

- 4 

have significantly exceeded the RBC threshold. 
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Allstate Insurance Group 
Analysis of Financial Condition continued 


Investments 

Allstate’s Property-liability and Life insurance operations 
have separate portfolios that support the policy obligations of 
their respective operations. Investment strategies vary based 
on the nature of the insurance operations. Allstate follows an 
investment strategy that combines the goals of safety, stabili¬ 
ty, liquidity, growth and total return, and seeks to balance 
preservation of principal with after-tax yield, while maintain¬ 
ing portfolio diversification. 

Invested assets contributed income constituting 15.9% 
and 15.8% of total revenues in 1993 and 1992, respectively. 
The composition of the investment portfolio at Dec. 31, 1993 
is presented in the table below. 

millions Property-liability Life Total 

Fixed income securities 
Available 

for sale $21,454.8 82.2% $9,499.8 42.0% $30,954.6 63.4% 

Held to 
maturity 
Equities 
Mortgage 
loans 

Real estate 
Short-term 
Other _ 

Total 
Corporate 


Fixed income securities 

The fixed income security portfolio consists of tax-exempt 
municipal bonds, publicly traded corporate bonds, private 
placement securities, mortgage-backed securities and U.S. 
Government bonds. 

Over 94% of the $38.89 billion of fixed income securi¬ 
ties are rated investment grade. Included among the securities 
that are rated below investment grade are securities that were 
purchased at investment grade but have since been downgrad¬ 
ed, high-yield bonds and certain private placements of debt. 
At Dec. 31, 1993, the majority of these securities are in¬ 
cluded in the available for sale portfolio and are carried in 
the statement of financial position at market value. Net unreal¬ 
ized gains on below investment grade securities were 
$161.2 million at Dec. 31, 1993. 


3,873.1 

75,0 
403. i 
296.7 
24.8 


14.8 

0.3 
1.5 
1.1 
0.1 


/ ,73D. 1 

681.4 

3,488.2 

318.5 
340.0 
366.8 


3.0 

15.4 

1.4 

1.5 

1.6 


1 1 
4,554.5 

3363.2 

721.6 

636.7 
391.6 


1U.J 

9.3 

7.3 
1.5 

1.3 
0.8 


6,127.5 100.0% $22,627.8 100.0% $48,755.3 99.9% 


35.9 


0.1 


Fixed Income Securities Available for Sale 


Distribution 


Municipal Bonds 56,5% 



$48,791.2 100.0% 


Fixed Income Securities Held to Maturity 

Distribution 



Privately-placed 
Corporate Bonds 
65.0% 


Mortgage-Backed 
Securities 11.1% 


U.S Govt. Bonds 10.8% 


Allstate closely monitors its fixed income portfolio for 
declines in value that are other than temporary. Securities are 
placed on non-accrual status when they are in default or 
when the receipt of interest payments is in doubt. The total 
pretax income effect of provisions for losses attributable to 
fixed income securities for 1993, 1992 and 1991 was $136.4, 
$76.8 and $100.5 million, respectively. The increase in 1993 
was due primarily to writedowns of certain mortgage-backed 
securities resulting from changes in estimates of future cash 
flows. 



























Sears, Roebuck and Co. 


Analysis of Financial Condition 


continued 


Mortgage loans and real estate 

Allstate' s $3.56 billion investment in mortgage loans at 
Dec. 31, 1993 was comprised primarily of loans secured by 
first mortgages on developed commercial real estate, and was 
primarily held by the Life operations. Diversification is a key 
consideration in portfolio management, and Allstate seeks to 
minimize concentration of commercial mortgage loan risk in 
three key areas—property type, geographic area and borrow¬ 
er. Property type diversification at Dec. 31, 1993 was 33% 
retail, 26% office building. 20% warehouse, 13% apartment 
complex and 8% other. The portfolio is geographically diver¬ 
sified throughout the U.S. and Canada. 

Allstate closely monitors its commercial mortgage loan 
portfolio on a loan-by-loan basis. Discounted cash flow pro¬ 
jections are prepared to estimate the underlying collateral val¬ 
ues for each loan, and Joans with an estimated collateral 
value less than the loan balance and loans with other charac¬ 
teristics indicative of higher than normal credit risk are in¬ 
cluded on an early warning report. Loans on the early warn¬ 
ing report are reviewed regularly by financial management 
for purposes of establishing valuation reserves and assessing 
whether loans should be placed on non-accrual status. The 
total pretax income effect of mortgage loan loss provisions 
was S83.9, $157.4 and $54.9 million in 1993, 1992 and 1991, 
respectively. Interest foregone on problem and restructured 
loans was $5.7. $17.4 and $6.5 million for the same years. 

Allstate defines problem commercial mortgage loans as 
loans that are in foreclosure, have a principal or interest pay¬ 
ment over 60 days past due or are current but considered in¬ 
substance foreclosed. Restructured commercial mortgage 
loans have modified terms and conditions that were not at 
prevailing market rates or terms at the time of the restructur¬ 
ing. Potential problem commercial mortgage loans are current 
or less than 60 days delinquent as to contractual principal and 
interest payments, but because of other facts and circumstanc¬ 
es, management has serious doubts regarding the borrower’s 
ability to pay future interest and principal which causes man¬ 
agement to believe these loans may he classified as problem 
or restructured loans in the future. 

The following table summarizes the net carrying values 
of problem, restructured and potential problem commercial 
mortgage loans at Dec. 31, 1993 and 1992. 


December 31 

millions 

1993 

1992 

Problem 

S 92.1 

SI 46.4 

Restructured 

160.5 

125.4 

Potential problem 

383.0 

426.0 

Total net carrying value 

$635.6 

$697.8 

Reserves 

$ 91.0 

$144.7 

Reserves as a C A of gross carrying value! 1) 

12.5% 

I7.2< 


(1) Calculated as total reserves divided by the gross carrying value, which is 
the total net carrying value plus the reserves. 


During 1993, real estate market conditions in certain geo¬ 
graphic regions began to stabilize and industry delinquency 
rates declined. Allstate's problem and potential problem 
loans declined, consistent with these trends. Although liquid¬ 
ity has begun to return to the marketplace, Allstate has and 
likely will continue to extend the maturity and adjust the in¬ 
terest rates to market of certain maturing loans where the bor¬ 
rower is unable to obtain financing elsewhere. 

Management believes that its loan monitoring process 
and practice of estimating collateral values for each loan pro¬ 
vide a reasonable basis for establishing reserves. Manage¬ 
ment is encouraged by the positive real estate market trends 
in some geographic locations; however, further declines in 
certain market or specific property conditions may cause 
changes in estimates of cash flows and will result in addi¬ 
tional losses. While Allstate believes its commercial mort¬ 
gage loans were carried at appropriate levels at Dec. 31, 

1993, no assurance can be given that further additions to the 
reserves will not be required. 

Claims and claims expense reserves 
Underwriting results of the property-liability operations are 
significantly influenced by estimates of claims and claims ex¬ 
pense reserves. Allstate regularly updates its reserve esti¬ 
mates as new facts become known and further events occur 
that may impact the resolution of unsettled claims. 

Reserves for asbestos and environmental claims are sub¬ 
ject to greater uncertainties than those presented by other 
types of claims. Reserves for asbestos claims were $502.6 
and $464.6 million, net of reinsurance recoverable of $283.1 
and $283.7 million, at Dec. 31, 1993 and 1992, respectively. 
Reserves for environmental claims were $353.9 and $329.4 
million, net of reinsurance recoverable of $472.5 and $431.6 
million, for the same periods. 

Pending asbestos and environmental claims were approx¬ 
imately 15,500 and 13,950 at Dee. 31, 1993 and 1992, respec¬ 
tively. Approximately 3,000 new claims were reported and 
approximately 1,450 claims were closed during 1993, of 
which approximately 1,250 claims were settled without 
payment. 

Refer to note 15 of the consolidated financial statements 
for further discussion on reserves for asbestos and environ¬ 
mental claims. 
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Allstate Insurance Group 

Summarized Statements of Cash Flows Year Ended December 31 


millions 

1993 

1992 

1991 

Cash flows from operating activities 




Group income (loss) 

Adjustments to reconcile Group income (loss) to net cash 

S 1,160.3 

$ (825.2) 

$ 722.5 

provided by operating activities 




Depreciation, amortization and other noncash items 

26.4 

112.1 

104.7 

Cumulative effect of accounting changes 

— 

493.9 

— 

Realized capital gains 

(220.3) 

(162.1) 

(4.9) 

Increase in policy benefit and other insurance reserves 

1,156.2 

2,181.7 

1.915.7 

Increase in deferred income taxes 

(142.5) 

(619.6) 

(323.2) 

Change in other operating assets and liabilities 

612.4 

(367.7) 

164.8 

Net cash provided by operating activities 

2,592.5 

813.1 

2,579.6 

Cash flows from investing activities 




Proceeds from sales 




Fixed income securities 

5,926.7 

5,156.5 

2,376.6 

Equity securities 

1,574.4 

1.351.5 

1,383.0 

Investment collections 




Fixed income securities 

5,423.8 

2,973.6 

1.853.6 

Mortgage loans 

233.4 

113-1 

214.4 

Investment purchases 




Fixed income securities 

(15,425.9) 

(10.000.5) 

(8,524.6) 

Equity securities 

(1,768.7) 

(1.565.8) 

(1,775.0) 

Mortgage loans 

(306.3) 

(381.9) 

(749.3) 

Net change in short-term investments 

423.1 

(235.1) 

635.2 

Change in other investments 

(48.4) 

(33.3) 

(74.3) 

Net purchases of property and equipment 

(75.6) 

(119.9) 

(256.5) 

Net cash used in investing activities 

(4,043.5) 

(2,741.8) 

(4.916.9) 

Cash flows from financing activities 




Repayment of debt assumed from Sears 

(1,800.0) 

— 

— 

Proceeds from long-term debt 

850.0 

— 

— 

Proceeds from issuance of common stock 

2,287.1 

— 

— 

Payments received under investment contracts 

2,358.9 

2,770.6 

2.914.9 

Interest credited to investment contracts 

958.8 

1.034.6 

911.0 

Payments on maturity of investment contracts and other charges 

(2,919.1) 

(1,766.3) 

(1,258.1) 

Dividends paid (o Sears 

(329.8) 

(201.8) 

(109.9) 

Net cash provided by financing activities 

1,405.9 

1.837.1 

2.457.9 

Net increase (decrease) in cash 

(45.1) 

(91.6) 

120.6 

Cash at beginning of year 

125.8 

217.4 

96.8 

Cash at end of year 

$ 80.7 

$ 125.8 

$ 217.4 

See notes to Consolidated financial statements. 




Analysis of Financial Condition chm 




Liquidity 

Allstate’s principal sources of capital funds are divi- 

Allstate’s operations generate substantial positive cash flow 

dends from AIC and funds that may be raised from the issu- 

from operations as a result of premiums and deposits 

ance of additional debt or 

preferred stock. The payment of 

received in advance of the time claims and policyholder bene- 

dividends is subject to certain limitations imposed by 

insur- 

fits are paid. Positive operating cash flows, along with the 

ance laws of the State of Illinois. 


portion of the investment portfolio that is held in cash and 

Under a shelf registration filed with the Securities and 

highly liquid securities, have historically met the liquidity re- 

Exchange Commission, Allstate may issue up to $650 

.0 mil- 

quirements of the operations. Catastrophe claims, the timing 

lion of debt or preferred stock. In addition, at Dec. 31 

1993, 

and amount of which are inherently unpredictable, may create 

Allstate had unused lines of credit of $1.0 billion. 


increased liquidity requirements. 

-----5 

o - 
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Sears, Roebuck and Co. 

Management’s Report 


The financial statements, including the financial analysis and 
all other information in this annual report, were prepared by 
management which is responsible for their integrity and objec¬ 
tivity. Management believes the financial statements, which 
require the use of certain estimates and judgments, fairly and 
accurately reflect the Company’s financial position and oper¬ 
ating results, in accordance with generally accepted account¬ 
ing principles. All financial information in this annual report 
is consistent with the financial statements. 

Management maintains a system of internal controls 
which it believes provides reasonable assurance that, in all 
material respects, assets are maintained and accounted for in 
accordance with management’s authorizations and transac¬ 
tions are recorded accurately in the books and records. The 
concept of reasonable assurance is based on the premise that 
the cost of internal controls should not exceed the benefits 
derived. To assure the effectiveness of the internal control 
system, the organizational structure provides for defined lines 
of responsibility and delegation of authority. The Company’s 
formally stated and communicated policies demand of 
employees high ethical standards in their conduct of its busi¬ 
ness. These policies address, among other things, potential 
conflicts of interest; compliance with all domestic and foreign 
laws, including those related to financial disclosure; and the 
confidentiality of proprietary information. As a further 
enhancement of the above, the Company's comprehensive 
internal audit program is designed for continual evaluation of 
the adequacy and effectiveness of its internal controls and 
measures adherence to established policies and procedures. 

Dcloitte & Touche, independent certified public accoun¬ 
tants, have audited the financial statements of the Company 


and their report is presented below. Their audit also includes 
a study and evaluation of the Company’s control environ¬ 
ment, accounting systems and control procedures. The inde¬ 
pendent accountants and internal auditors advise management 
of the results of their reviews, and make recommendations to 
improve the system of internal controls. Management evalu¬ 
ates the audit recommendations and takes appropriate action. 

The Audit Committee of the Board of Directors is com¬ 
prised entirely of directors who are not employees of the Com¬ 
pany. The committee reviews audit plans, internal control 
reports, financial reports and related matters and meets regu¬ 
larly with the Company’s management, internal auditors and 
independent accountants. The independent accountants and 
the internal auditors advise the committee of any significant 
matters resulting from their audits of our financial statements 
and internal controls and have free access to the committee 
without management being present. 

Edward A. Brennan 

Chairman and Chief Executive Officer 

<£-/n- 

Edward M. 

Senior Vice President and Chief Financial Officer 

James A. Blanda 
Vice President and Controller 



Report of Independent Certified Public Accountants 


To the Shareholders and Board of Directors 
Sears, Roebuck and Co. 

We have audited the accompanying Consolidated State¬ 
ments of Financial Position of Sears, Roebuck and Co. as of 
December 31, 1993 and 1992, and the related Consolidated 
Statements of Income. Shareholders’ Equity and Cash Flows 
for each of the three years in the period ended December 31, 
1993. These financial statements are the responsibility of the 
Company’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that we 
plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the finan¬ 
cial statements. An audit also includes assessing the account¬ 


ing principles used and significant estimates made by manage¬ 
ment, as well as evaluating the overall financial statement pre¬ 
sentation. We believe that our audits provide a reasonable 
basis for our opinion. 

In our opinion, such consolidated financial statements 
present fairly, in all material respects, the financial position 
of Sears, Roebuck and Co. as of December 31, 1993 and 1992, 
and the results of its operations and its cash flows for each of 
the three years in the period ended December 31, 1993 in con¬ 
formity with generally accepted accounting principles, 

As discussed in note 2 to the consolidated financial 
statements, the Company changed its method of accounting 
for reinsurance and certain investments in debt securities in 
1993 and postretirement benefits in 1992. 

February 25, 1994 
Chicago, Illinois 
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Sears, Roebuck and Co. 

Five-Year Summary of Business Group Data 


Sears, Roebuck and Co. operates primarily in two businesses- 
retailing and insurance. Management believes that, while the 
consolidated financial statements reflect the total financial re¬ 
sources and operating results of the Company, analysis of the 
operations of the industry components within the Company is 
facilitated by separate business group statements. Therefore, 
beginning on page 39 are supplemental summarized financial 
statements and analyses of operations and financial condition. 

The following five-year summary of pertinent business 
group data, derived from the accompanying statements, in¬ 
cludes a further refinement within industry segments. Corpo¬ 
rate assets are principally investments, real estate and ven¬ 
tures not included in the business groups. Corporate results 
include revenues and expenses of such operations, and items 
of an overall holding company nature including the portion of 
administrative costs and interest not allocated to the 

Company’s businesses. 

millions 

1993 

1992 

1991 

1990 

1989 

Revenues 

Sears Merchandise Group 







Merchandising 

$23,045 

$25,418 

$24,757 

$25,093 

$25,002 

Credit 

2,970 

2,827 

2,735 

2,672 

2,462 

International 

3,550 

3,716 

3,941 

4,221 

4,135 

Sears Merchandise Group total 

29,565 

31,961 

31,433 

31,986 

31,599 

Allstate Insurance Group 







Property-liability 

18,013 

17,458 

16,582 

15,744 

14,585 

Life 

2,927 

2,770 

2,768 

2,455 

2,218 

Corporate 


6 

— 

— 

— 

— 

Allstate Insurance Group total 

20,946 

20,228 

19,350 

18,199 

16,803 

Homart 

234 

222 

221 

203 

139 

Corporate 

169 

229 

226 

152 

146 

Intergroup transactions 

(76) 

(295) 

(247) 

(257) 

(221) 

Total 

$50,838 

$52,345 

$50,983 

$50,283 

$48,466 

Income (loss) before income taxes (benefit). 







minority interest and equity income 







Sears Merchandise Group 







Merchandising 

$ 436 

$ (273) 

$ 163 

$ 77 

$ 483 

Credit 

706 

658 

634 

532 

464 

International 


19 

42 

14 

101 

189 

Restructuring 


— 

(2,758) 

— 

(265) 

— 

Sears Merchandise Group total 

1,161 

(2,331) 

811 

445 

1,136 

Allstate Insurance Group 







Property-liability 

1,205 

(1,551) 

302 

40 

442 

Life 

247 

126 

237 

261 

242 

Corporate 

(76) 

— 

— 

— 

— 

Allstate Insurance Group total 

1376 

(1,425) 

539 

301 

684 

Homart 

(14) 

(77) 

54 

103 

142 

Restructuring 


— 

(327) 

— 

— 

— 

Homart total 

(14) 

(404) 

54 

103 

142 

Corporate, intergroup transactions and reclassifications 

( 211 ) 

(529) 

(540) 

(500) 

(386) 

Gain on The Allstate Corporation initial public offering 

635 

— 

— 

— 

— 

Total 

$ 2,947 

$(4,689) 

$ 864 

$ 349 

$1,576 


Operating results and financial position reflect Dean Witter, Discover & Co. and the Caldwell Banker Residential Services businesses as discontinued 
operations. See note 3 to the consolidated financial statements. Operating results for 1990 and prior years also reflect the group life-health business of Allstate 
Insurance Group and the commercial division of Coldwell Banker as discontinued operations. 

Financial position for 1993 reflects the adoption of new accounting rules for certain investments in debt securities. Financial position for 1993 and prior years 
reflects the adoption of new accounting rules for reinsurance. Operating results and financial position for 1993 and 1992 reflect the adoption of new accounting 
rules for postretirement and postemployment benefits. See note 2 to the consolidated financial statements. 
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millions 

1993 

1992 

1991 

1990 

1989 

Net income (loss) 

Sears Merchandise Group 






Merchandising 

$ 304 

$ (179) 

S 90 

$ 37 

$ 292 

Credit 

440 

408 

394 

330 

288 

International 

8 

29 

2 

45 

67 

Restructuring 

— 

(1J30) 

— 

(155) 

— 

Cumulative effect of accounting changes 

— 

(1,505) 

— 

— 

— 

Sears Merchandise Group total 

752 

(2,977) 

486 

257 

647 

Allstate Insurance Group 






Property-liability 

1,188 

(589) 

557 

378 

654 

Life 

163 

89 

165 

174 

161 

Corporate interest expense and other costs 

(50) 

— 

— 

— 

— 

Minority interest 

(141) 

— 

— 

— 

— 

Fresh start adjustment 

— 

— 

— 

139 

— 

Cumulative effect of accounting changes 

— 

(325) 

— 

— 

— 

Allstate Insurance Group total 

1,160 

(825) 

722 

691 

815 

Homart 

(ID 

(48) 

35 

68 

90 

Restructuring 

— 

(207) 

— 

— 

— 

Cumulative effect of accounting changes 

— 

(2) 

— 

— 

— 

Homart total 

(11) 

(257) 

35 

68 

90 

Corporate and intergroup transactions 

(127) 

(346) 

(327) 

(303) 

(24!) 

Gain on The Allstate Corporation initial public offering 

635 

— 

— 

— 

— 

Discontinued operations 






Operating income 

240 

508 

363 

179 

138 

Gain (loss) on disposal 

(64) 

— 

— 

10 

60 

Cumulative effect of accounting changes 

— 

(35) 

— 

— 

— 

Discontinued operations total 

176 

473 

363 

189 

198 

Extraordinary loss 

(211) 

— 

— 

— 

— 

Total 

$ 2,374 

$(3,932) 

S 1,279 

$ 902 

$1,509 

Assets 

Sears Merchandise Group 






Merchandising 

$ 9,627 

$10,675 

$ 9,462 

$ 8,731 

$ 8,505 

Credit 

15,540 

13,730 

12,526 

13,509 

13,841 

International 

2,691 

2,564 

2,841 

3,299 

3,171 

Sears Merchandise Group total 

27,858 

26,969 

24,829 

25,539 

25,517 

Allstate Insurance Group 






Property-liability 

32,709 

28,523 

26,677 

24,377 

22,600 

Life 

26,577 

23,576 

20,701 

17,100 

12,983 

Corporate 

72 

— 

— 

— 

— 

Allstate Insurance Group total 

59,358 

52,099 

47,378 

41,477 

35,583 

Homart 

2,184 

2,017 

2,307 

2,163 

1,730 

Corporate 

1,974 

2,910 

3,925 

2,434 

969 

Intergroup eliminations and reclassifications 

(566) 

(1,590) 

(1,301) 

(U08) 

(546) 

Net assets of discontinued operations 

— 

3,086 

2,416 

2,134 

1,966 

Total 

$90,808 

$85,491 

$79,554 

$72,639 

$65,219 

-53- 
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Sears, Roebuck and Co. 

Ten-Year Summary of Consolidated Financial Data 


S millions, except per common share data 

1993 

1992 

1991 

Operating results 

Revenues 

$ 50,838 

$ 52,345 

$ 50,983 

Costs and expenses 

47,234 

52,479 

48,568 

Restructuring 

— 

3,108 

— 

Interest 

1,498 

1,511 

1,681 

Operating income (loss) 

2,106 

(4,753) 

734 

Other income 

841 

64 

130 

Income (loss) before income taxes (benefit). 




minority interest and equity income 

2,947 

(4,689) 

864 

Income taxes (benefit) 




Current operations 

401 

(2,114) 

(38) 

Fresh start and deferred tax benefits 

— 

— 

— 

Income (loss) from continuing operations 

2,409 

(2,567) 

916 

Income (loss) from discontinued operations 

176 

508 

363 

Extraordinary loss 

(211) 

— 

— 

Cumulative effect of accounting changes 

— 

(1,873) 

— 

Net income (loss) 

2,374 

(3,932) 

1,279 

Financial position 

Investments 

$ 49,726 

$ 42,176 

$ 39,824 

Receivables 

20,168 

18,254 

16,814 

Property and equipment, net 

5,529 

5,483 

5,842 

Merchandise inventories 

3,518 

4,048 

4,459 

Net assets of discontinued operations 

— 

3,086 

2,416 

Total assets 

90,808 

85,491 

79,554 

Insurance reserves 

37,444 

35,889 

31,612 

Short-term borrowings 

4,929 

4,608 

2,215 

Long-term debt 

12,926 

13,735 

17,585 

Total debt 

17,855 

18,343 

19,800 

Percent of debt to equity 

179% 

170% 

140% 

Shareholders' equity 

$ 11,664 

$ 10,773 

$ 14,188 

Shareholders’ common stock investment 

Book value per common share (year-end) 

$ 29.58 

$ 27.89 

$ 40.29 

Shareholders 

291,320 

337,892 

342,851 

Average common shares outstanding (millions) 

383 

370 

344 

Earnings (loss) per common share 




Income (loss) from continuing operations 

$6.22 

$(7.02) 

$2.65 

Income (loss) from discontinued operations 

.46 

1.37 

1.06 

Extraordinary loss 

(.55) 

= 

— 

Cumulative effect of accounting changes 

— 

(5.07) 

— 

Net income (loss) 

6.13 

(10.72) 

3.71 

Cash dividends declared per common share 

$1.60 

$2.00 

$2.00 

Cash dividend payout percent 

26.1% 

N/M 

53.9% 

Market price —common stock (high-low) 

60^-39% 

48-37 

4316-24% 

Closing market price at year-end 

52% 

4516 

37% 

Price/eamings ratio (high-low) 

10-7 

N/M 

12-7 


Operating results and financial position reflect Dean Witter, Discover & Co. and the Coldwell Banker Residential Services businesses as discontinued 
operations. See note 3 to the consolidated financial statements. Operating results for 1990 and prior years also reflect the group life-health business of Allstate 
Insurance Group and the commercial division of Coldwell Banker as discontinued operations. 

Financial position for 1993 reflects the adoption of new accounting rules for certain investments in debt securities. Financial position for 1993 and prior years 
reflects the adoption of new accounting rules for reinsurance. Operating results and financial position for 1993 and 1992 reflect the adoption of new accounting 
rules for postretirement and postemployment benefits. See note 2 to the consolidated financial statements. Net income in 1988 reflects adoption of new income 
tax accounting rules. 

Series A Mandatorily Exchangeable Preferred Shares are considered common shares for purposes of calculating book value per common share, average 
common shares outstanding and earnings (loss) per common share. See note 1 to the consolidated financial statements. 

The percent of debt to equity for 1993 is calculated using equity excluding unrealized net capital gains. 

N/M Not meaningful. 
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1990 


1989 

1988 


1987 


1986 

1985 


1984 


$ 

50,283 

$ 

48,466 

$ 45,262 

$ 

41,196 

$ 

38,269 

$ 36,041 

$ 

35,049 


48,069 


45,383 

42,279 


37,930 


35,419 

33,402 


32,071 


265 


— 

751 


105 


— 

— 


— 


1,746 


1,634 

1,381 


1,203 


1,245 

1,298 


1,284 


203 


1,449 

851 


1,958 


1,605 

1,341 


1,694 


146 


127 

356 


143 


258 

275 


243 


349 


1,576 

1,007 


2,101 


1,863 

1,616 


1,937 


(228) 


234 

11 


504 


469 

311 


544 


(139) 


— 

— 


(172) 


— 

— 


(60) 


713 


1,311 

979 


1,749 


1,380 

1,278 


1,464 


189 


198 

(69) 


(116) 


(41) 

16 


(12) 


_ _ 


_ 

544 


_ 


_ 

_ 


_ 


902 


1,509 

1,454 


1,633 


1,339 

1,294 


1,452 


$ 

33,746 

$ 

28,901 

$ 24,403 

$ 

20,574 

$ 

16,797 

$ 14,007 

$ 

12,195 


18,339 


18,483 

17,244 


16,628 


14,875 

14,177 


13,952 


5,484 


5,027 

4,754 


4,405 


4,273 

4,258 


4,105 


4,074 


4,358 

3,716 


4,115 


4,013 

4,115 


4,530 


2,134 


1,966 

1,989 


1,861 


1,467 

1,155 


1,147 


72,639 


65,219 

58,395 


52,942 


46,629 

41,953 


39,374 


27,184 


22,331 

18,521 


14,257 


11,075 

8,876 


7,657 


7,882 


7,058 

4,412 


4,019 


1,510 

2,205 


2,516 


11,849 


9,344 

9,028 


9,147 


9,580 

9,377 


9,147 


19,731 


16,402 

13,440 


13,166 


11,090 

1 1,582 


11,663 


154% 


120% 

96% 


97% 


85% 

98% 


107% 

$ 

12,824 

$ 

13,622 

$ 14,055 

$ 

13,541 

$ 

13,017 

$ 11,776 

$ 

10,903 


$ 

37.38 

$ 

39.77 

$ 37.75 

$ 

35.77 

$ 

33.90 

$ 31.66 

$ 

29.46 


345,071 


348,597 

351,999 


328,446 


319,686 

326,201 


340,831 


343 


351 

379 


378 


369 

363 


358 


$2.08 


$3.74 

$2.58 


$4.61 


$3.69 

$3.46 


$4.04 


.55 


.56 

(.18) 


(.31) 


(.11) 

.05 


(.04) 


z 



1.44 


_ 


_ 

— 


_ 


2.63 


4.30 

3.84 


4.30 


3.58 

3.51 


4.00 


$2.00 


$2.00 

$2.00 


$2.00 


$1.76 

$1.76 


$1.76 


76.0% 


46.5% 

52.1% 


46.5% 


49.2% 

50.1% 


44.0% 


41 %-22 

48%-36% 

46-32 % 

59>/2-29- y 4 

50%-35% 

41%-30% 

40%-29% 


25-% 


38% 

40% 


33% 


39% 

39 


31% 


16-8 


11-8 

12-8 


14-7 


14-10 

12-9 


10-7 

Operating results and tinancial position for 1986 and thereafter may not be comparable to prior years due to adoption of 

new pension accounting rules 
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Sears, Roebuck and Co. 

Quarterly Results (Unaudited) 


First Quarter Second Quarter Third Quarter Fourth Quarter 


millions, except per common share data 

1993 


1992 

1993 

1992 

1993 

1992 

1993 

1992 

Revenues 

$11,297.8 

$11,885.1 

$12,156.9 

$12,622.4 

$12,719.1 

$12,815.7 

$14,663.7 

$15,021.4 

Operating income (loss) 

317.7 


(73.6) 

598.7 

150.9 

518.3 

(1,670.1) 

671.0 

(3,160.2) 

Income (loss) from continuing operations 

317.0 


130.1 

1,093.6 

205.3 

453.9 

(992.3) 

544.6 

(1,909.9) 

Income (loss) before extraordinary loss and 
cumulative effect of accounting changes 

435.0 


274.2 

1,151.7 

325.5 

453.9 

(853.8) 

544.6 

(1,804.8) 

Net income (loss) 

$ 435.0 

$( 

,599.2) 

$ 1,006.4 

$ 325.5 

$ 388.4 

$ (853.8) 

$ 544.6 

$(1,804.8) 

Earnings (loss) per common share: 

Income (loss) from continuing operations 

$ 0.82 

$ 

0.34 

$ 2.86 

$ 0.53 

$ 1.15 

$ (2.67) 

$ 1.39 

$ (5.12) 

Income (loss) before extraordinary loss and 
cumulative effect of accounting changes 

1.13 


0.75 

3.01 

0.85 

1.15 

(2.30) 

1.39 

(4.84) 

Net income (loss) 

1.13 


(4.54) 

2.63 

0.85 

0.98 

(2.30) 

1.39 

(4.84) 


First quarter 1992 results include a pretax restructuring charge of $106.0 million and fourth quarter 1992 results include a pretax restructuring 
charge of $3.0 billion. The fourth quarter pretax LIFO adjustments were credits of $30.7 and $42.4 million in 1993 and 1992, compared with 
charges of $36.0 and $24.0 million for the first nine months of the respective years. 

Second quarter 1993 results include a $635.1 million gain on the initial public offering of The Allstate Corporation. 

Second and third quarter 1993 results include extraordinary losses related to early extinguishment of debt of $145.3 and $65.5 million, 
respectively. See note 10 to the consolidated financial statements. 

Total of quarterly earnings per common share may not equal the annual amount as net income per common share is calculated independently 
for each quarter, 


Common Stock Market Information and Dividend Highlights (Unaudited) _ 

First Quarter Second Quarter Third Quarter Fourth Quarter Year 


dollars 

1993 

1992 

1993 

1992 

1993 

1992 

1993 

1992 

1993 

1992 

Stock price range 











High 

55% 

47% 

56% 

48 

57% 

45% 

60% 

46% 

60% 

48 

Low 

43% 

37 

50% 

37% 

39% 

37% 

51% 

40% 

39% 

37 

Close 

54% 

44% 

55 

39% 

53% 

44% 

52% 

45% 

52% 

45% 

Cash dividends declared 

.40 

.50 

.40 

.50 

.40 

.50 

.40 

.50 

1.60 

2.00 


Stock price ranges are for transactions reported in a summary of composite transactions for stocks listed on the New York Stock Exchange 
(trading symbol - S), which is the principal market for the Company’s common stock. 

The third quarter stock prices reflect the when-issued price for the Company’s common stock due to the Dean Witter spin-off. 

The number of registered common shareholders at Feb. 28, 1994 was 265,782. 

In addition to the New York Stock Exchange, the Company’s common stock is listed on the following exchanges: Chicago; Pacific. San 
Francisco; London, England; Basel, Geneva, Lausanne and Zurich, Switzerland; Amsterdam, The Netherlands; Tokyo, Japan; Paris, France; 
and Frankfurt, Germany. 
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Sears, Roebuck and Co. 


Directors and Officers 


BOARD OF DIRECTORS 



Edward A. Brennan 

Chairman of the Board 

and Chief Executive Officer 3*,4 



James VV. Cozad 

Former Chairman and Chief Executive 
Officer. Whitman Corporation 2,4.6 



Sybil C. Mobley 

Dean, School of Business and Industry 
Florida A&M University 1 *,4,6 


It 


Donald H. Rumsfeld 

Former Chairman, Chief Executive 
Officer and President, General 
Instrument Corporation 2,3,4,5* 

CORPORATE OFFICERS 

Edward A. Brennan 

Chairman of the Board 
and Chief Executive Officer 

James M. Denny 

Vice Chairman 

Edward M. Liddy 

Senior Vice President 
and Chief Financial Officer 

David Shute 

Senior Vice President, 

General Counsel and Secretary 



Hall “Cap” Adams, Jr, 

Former Chairman and Chief Executive 
Officer, Leo Burnett Company, Inc. 1.5,6 



William E. LaMothe 

Chairman Emeritus 
Kellogg Company 1,2,6 



Nancy C. Reynolds 

Senior Consultant to The Wexler Group, 
a unit of Hill and Knowlton, Inc. 1,4,6* 



Edgar B. Stern, Jr. 

Chairman 

Royal Street Corporation 2,3,4,5 


James A. Blanda 

Vice President and Controller 

Gerald E. Buldak 

Vice President, Public Affairs 

Alice M. Peterson 

Vice President and Treasurer 

Thomas J. Wilson 

Vice President, Strategy and Analysis 



Warren L. Batts 

Chairman and Chief Executive Officer 
Premark International, Inc. 1,3,4*.5 



Michael A. Miles 

Chairman and Chief Executive Officer 
Philip Morris Companies Inc. 1,2,3,5 



Clarence B. Rogers, Jr. 

Chairman and Chief Executive Officer 
Equifax Inc. 2*,3,5,6 

Committee Membership: 

I Audit Committee 

2. Compensation Committee 

3. executive Commiuee 

4. Finance Commiltce 

5 Nominating Committee 
6. Public Icciie^ Committee 
* Chairman of Comrniitee 

Notes 

t Mandcll de Windt. former Chairman of the Board and Chief 
Executive Oflicer of Eaton Corporation, retired from the Scare 
Board of Directors on Majch 31. 1093. 

Norma Pace. President ol Economic Consulting and Planning 
Inc., retired from the Sears Board ol Directors on May 13, 1993 


BUSINESS GROUP OFFICERS 

Arthur C. Martinez 

Chairman and Chief Executive Officer 
Sears Merchandise Group 

Wayne E. Hedien 

Chairman and Chief Executive Officer 
Allstate Insurance Group 

Michael ,J, Gregoire 

Chairman and Chief Executive Officer 

Homart Development Co. 



























- Sears, Roebuck and Co. 

Corporate Information 


CORPORATE HEADQUARTERS 

Sears, Roebuck and Co. 

Sears Tower 
Chicago, Illinois 60684 
312/875-2500 


ANNUAL MEETING 

The Annual Meeting of Shareholders of Sears, Roebuck 
and Co. will be held in the Rubioff Auditorium of The Art 
Institute of Chicago, 230 South Columbus Drive, between 
Monroe and Jackson Streets, Chicago, Illinois, on Thursday, 
May 12, 1994, at 10 a.m. 


INVESTOR INFORMATION 

Financial analysts and investment professionals should 
direct inquiries to: 

Corporate Investor Relations 
Sears, Roebuck and Co. 

Sears Tower-5th Floor 
Chicago, Illinois 60684 
312/875-1468 

FINANCIAL/SHAREHOLDER INFORMATION 

You may call Sears toll-free at 1-800-SEARS-80! ; ? 

(1-800-732-7780) for any of the following: 

___ 

• Transfer agent/shareholder records 

For information or assistance regarding individual stock 
records, dividend reinvestment accounts, dividend, checks 
or stock certificates, please call the toll-free'number above, 
or write; 

First Chicago Trust Company of New York 
P.O. Box 2500 
Suite 4665 

Jersey City, New Jersey 07303-2500 

Please use the following address for items sent by courier: 

First Chicago Trust Company of New York 

14 Wall Street 

Mail Suite 4680-8th Floor 

New York, New York 10005 

• Most recent stock price information 


©Sears, Roebuck and Co. 1994 jFj* Printed on recycled paper 


* Free copies of the company’s financial reports 

-Sears, Roebuck and Co. 1993 Annual Report, and interim 
financial information. 

-Audio-cassette tape of the 1993 Annual Report, for the 
visually impaired. 

-Form 10-K Annual Report filed with the Securities and 
Exchange Commission. 

-Sears, Roebuck and Co. Corporate Responsibility Report, 
including The Sears-Roebuck. Foundation 1993 Report. 


OTHER INFORMATION 

Written requests for information should be addressed to: 
Corporate Public Affairs 
Sears, Roebuck and Co. 

Sears Tower-6tb Floor 
Chicago, Illinois 60684 
312/875-9785 


REGISTRAR 

First Chicago Trust Company of New York 



This inset from the cover symbolizes how each of Sears employees plays an 
important role in helping build shareholder value through profitable growth 















